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r. 

Q* 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION. 

Please state your name and business address. 

My name is Dallas J. Dukes and my business address is 88 East Broadway Blvd., Tucson, 

Arizona 85701. 

By whom are you employed and what are your duties and responsibilities? 

I am the Senior Director of Pricing and Economic Forecasting for Tucson Electric Power 

Company (“TEP”). I am responsible for monitoring and determining revenue 

requirements, customer pricing and rates structures for all the regulated subsidiaries of 

UNS Energy Corporation (“UNS Energy”), including UNS Electric, Inc. (“UNS Electric” 

or the “Company”). 

Have you submitted Direct Testimony in this proceeding? 

Yes. I submitted Direct Testimony with UNS Electric, Inc.’s (“UNS Electric” or 

“Company”) rate case application that was filed on December 31 , 2012 in Docket No. E- 

04204A- 12-0504. 

What is the purpose of your Testimony at this time? 

The purpose of my Testimony is to support the September 6,2013 Settlement Agreement 

(“Settlement Agreement”) that was filed with the Arizona Corporation Commission 

(“Commission”) in this Docket. My testimony: i) describes the central factors 

necessitating a base rate increase, ii) discusses the settlement process that the Company 

undertook and its support for the Settlement Agreement, and iii) provides an overview of 

the Settlement Agreement’s key provisions. 
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BACKGROUND AND SUMMARY. 

Would you please provide some context for why UNS Electric sought a rate increase 

at this time? 

UNS Electric’s current rates were established in Decision No. 71914 (September 10, 

201 0) (“201 0 Rate Order”), based on a test year ending December 3 1, 2008, with rates 

effective on October 1, 2010. As part of the 2010 Rate Order, the Commission allowed 

for post-decision rate-base treatment of the Black Mountain Generating Station 

(“BMGS”), provided that certain steps were completed regarding the acquisition of 

BMGS. Further, the 2010 Rate Order required UNS Electric to file a rate application no 

11. 

Q* 

A. 

later than 12 months after the rate reclassification that uses a 12-month test year with data 

that reflects BMGS in rate base at least six months during the test year. In Decision No. 

72213 (March 3,201 l), the Commission determined that BMGS was fully operational, in 

good condition, and confirmed the inclusion of BMGS in rate base without further order 

of the Commission. UNS Electric obtained the necessary approval fiom the Federal 

Energy Regulatory Commission (“FERC”) to acquire BMGS on June 8, 2011. The 

acquisition closed on July 1, 201 1. Thus, UNS Electric was obligated to file a rate case 

by July 1,20 12, a date that was later extended until December 3 1,201 2’ 

There are two key factors underlying the need for an increase over existing rates: (i) an 

increase in costs required to maintain safe, reliable service and comply with regulatory 

mandates and (ii) a significant reduction in the level of sales growth in UNS Electric’s 

service area. 

In Decision No. 72743 (January 20,2012), the Commission granted UNS Electric’s motion to extend the 
rate case filing deadline contained in Decision No. 7 19 14 to December 3 1,20 12. 

2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

First, tTNS Electric’s current rates, which were approved by the Commission in the 2010 

Rate Order are based on costs incurred in 2008. Over the last 3.5 years, UNS Electric’s 

costs have increased, due primarily to necessary capital investments to maintain and, in 

many areas, upgrade the reliability of its system. UNS Electric also has invested in solar 

resources to meet the Commission’s renewable energy requirement mandate. Since 2008, 

UNS Electric’s rate base has increased by $23.6 million as a result of capital investment 

(this excludes BMGS, which is already reflected in existing rates). 

UNS Electric also has experienced rising costs of operating and maintaining the 

Company’s system. However, the Company’s diligent efforts to control such costs have 

limited the increase in operating and maintenance costs ((‘O&M’) to only $600,000 over 

the prior test year. This increase in O&M expense represents an average annual increase of 

less than 1% per year. 

Second, UNS Electric’s retail sales growth rate has decreased significantly since the last 

test year and sales levels continue to experience downward pressure. In years past, the 

rising costs borne by UNS Electric were mitigated by growing energy sales driven by an 

expanding customer base and increasing use per-customer. That growth rate has declined 

significantly due to weak economic conditions, the rising number of distributed generation 

(“DG”) resources installed in our service territory and increasing energy efficiency (“EE”) 

measures. The potential for renewed sales growth in the short-term will be challenging. 

One of UNS Electric’s large manufacturing customers has closed its production operations, 

while other customers continue to look for ways to reduce their consmption or rely on 

self-generated electricity. 
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Q. 
A. 

I , t  h ,  

Please summarize the terms and provisions included in the Settlement Agreement. 

Under the terms of the Settlement Agreement, the average residential customer’s average 

monthly bill would increase by approximately $0.41 upon the effective date of new rates. 

The total non-fuel base rate increase of $3,186,000 is significantly less than the 

$7,522,000 originally sought by UNS Electric. Section 1.7 of the Settlement Agreement 

asks that the Commission approve the new rates to become effective on January 1,2014. 

The Settlement Agreement includes two new adjustor mechanisms: a Lost Fixed Cost 

Recovery (“LFCR”) mechanism that limits lost fixed cost recovery to revenues that are 

measurably lost because of EE or DG, and a Transmission Cost Adjustor (“TCA”) 

mechanism that allows the Company to recover in a timely manner its transmission costs 

associated with serving retail customers at the level approved by FERC. Both of these 

adjustors are very similar to adjustors that the Commission has approved for other 

electric utilities. 

The Company’s existing Purchased Power and Fuel Adjustment Clause (“PPFAC”) is 

being modified to reflect a 12 month rolling average of actual fuel and purchased power 

costs. The PPFAC rate will now be adjusted on a monthly basis, which will smooth the 

impact of changes to such costs and allow the Company’s customers to avoid a 

potentially sharp annual adjustment. Moreover, broker fees related to procurement of 

fuel and purchased power will now be collected through the PPFAC rather than through 

base rates. 

Finally, the Settlement Agreement includes provisions regarding rate design, low income 

programs, additional operation requirements, modifications to certain existing 

compliance requirements and revisions to the Company’s Rules and Regulations. 

4 
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111. 

Q* 
A. 

Q. 
A. 

SETTLEMENT PROCESS. 

Please provide an overview of the settlement process. 

There are four parties to this docket: UNS Electric, Utilities Division Staff, RUCO and 

Nucor Corporation (“Nucor”). On May 17, 2013 prior to the commencement of the 

formal settlement process, UNS Electric invited all interested parties to attend a technical 

conferences that addressed all elements of this rate case. Information regarding the topics 

of the technical conferences was made available at the technical conferences and posted 

to the Company’s internet-based rate case data room for review and download for those 

interested parties that could not attend in person. Pursuant to the Procedural Order issued 

in this Docket, formal settlement discussions were noticed and began on July 29, 2013, 

after Direct Testimony was filed by Staff and other intervening parties. 

All parties to the docket participated in the settlement discussions and a settlement in 

principle was quickly reached among all parties. Thereafter, the final details of the 

Settlement Agreement were negotiated and incorporated into a definitive draft. All 

parties were given the opportunity to review and comment on the Settlement Agreement 

before it was finalized, and given the opportunity to become Signatories to the Settlement 

Agreement before it was filed on September 6,20 13. 

Do you believe that the settlement discussions were open, transparent and inclusive? 

Yes. Moreover, although there were not a large number of parties in this docket, those 

parties represented diverse interests. Those diverse interests resulted in compromises that 

are reflected in the Settlement Agreement. 
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UNS ELECTRIC’S SUPPORT OF THE SETTLEMENT. 

Please discuss the reasons why UNS Electric supports the Settlement Agreement. 

There are several reasons why the Company supports this settlement. First, the terms of 

the Settlement Agreement made it possible for the Company to settle for a more moderate 

base rate increase and results in an increase in the average residential customer’s average 

monthly bill of approximately 41 cents. While the total non-fuel base rate increase is less 

than hdf  of what UNS Electric requested in its application, the other terms of the 

IV. 

Q. 
A. 

Settlement Agreement, as well as the timeliness of this process, allowed the Company to 

accept this lower increase. 

Second, UNS Electric can support this level of base rate increase due to the adjustor 

mechanisms that are included in the Settlement Agreement (LFCR, TCA) which will 

provide for recovery of some costs between rate cases, as well to “smooth out” the rate 

impact for our customers. 

Third, the settlement process that was conducted in this proceeding was open, transparent 

and inclusive. All parties to the docket are signatories to the settlement and represent 

diverse public interests. Moreover, concerns of parties not formally at the table, such as 

low-income customers, were considered and included in the Settlement Agreement. The 

Signatories believe that the Settlement Agreement satisfactorily addresses their divergent 

issues and is in the public interest. 

Fourth, the rate design that the Settlement Agreement adopts will benefit all of UNS 

Electric’s customers. For example, the average residential customer will see an average 

monthly bill increase by only 41 cents upon implementation of the new rates; low income 

customers will be able to maintain their existing rate structure while receiving the same 

6 
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V. 

Q. 
A. 

Q* 
A. 

Q. 
A. 

average base rate increase as other residential customers; and small commercial 

customers will receive a lower proportional increase, and possibly a decrease depending 

on usage. 

REVENUE REQUIREMENT. 

Please describe the revenue requirement agreed to in the Settlement Agreement. 

As set forth in Paragraph 2.1 of the Settlement Agreement, UNS Electric will receive a 

non-fuel base rate increase of $3,186,000 over adjusted test-year retail revenues. This 

compares to $7,522,000 requested by UNS Electric in its application in this docket. 

What are some of the major facets of the agreed-upon revenue requirement? 

Attachment “A” to the Settlement Agreement sets forth the adjustments to UNS Electric’s 

initial revenue requirement that resulted in the Settlement Agreement revenue requirement. 

This is the result of negotiations principally with Commission Staff and RUCO, which are 

the parties in the docket that addressed revenue requirement in their Direct Testimony. 

The adjustments reflect many of the adjustments that had been proposed in direct 

testimony by Staff and RUCO. 

What is the cost of capital under the Settlement Agreement? 

As set forth in Section IV of the Settlement Agreement, UNS Electric’s return on common 

equity (“ROE”) will be 9.5% and its embedded cost of debt will be 5.97%. Using the 

Company’s actual test-year capital structure and a return on the fair value increment of rate 

base of 0.50%, the Settlement Agreement adopts a fair value rate of return of 6.02%. 
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Q. 
A. 

The agreed upon ROE is significantly lower than the 10.50% initially requested by UNS 

Electric in this case or the 9.75% approved in the Company’s last rate case. The fair value 

rate of return is lower than the 6.18% approved in UNS Electric’s last rate case. 

How does the non-fuel revenue increase benefit UNS Electric? 

As set forth in the Company’s Application and Direct Testimony in this case, increased 

revenue is important. UNS Electric is facing a significant increase in its capital spending 

needs for transmission and distribution facilities over the next several years. Much of 

this increase in capital spending is due to the planned upgrade of transmission facilities 

serving Santa Cruz County. These expenditures will result in a significant increase to the 

Company’s fixed costs that are not reflected in this rate application. Other notable risks 

faced by UNS Electric include the Company’s reliance on natural gas and wholesale 

power markets to meet most of the energy needs of its customers, as well as the large 

amount of long-term debt maturing in 2015. Preserving the Company’s investment-grade 

credit rating is critical - UNS Electric will need to refinance $80 million of long-term 

debt maturing in August 2015. Since the cost of debt is a significant component of UNS 

Electric’s revenue requirement, it is clearly in the interest of both the Company and its 

customers for UNS Electric to maintain or improve the investment grade Baa2 credit 

rating assigned to its senior debt obligations. 

UNS Electric believes that the increased revenue provided through the Settlement 

Agreement will allow it to: (i) continue to provide safe and reliable service; (ii) have a 

reasonable opportunity to recover its full cost of service, including an agreed-upon return 

on invested capital; and (iii) maintain or improve its credit rating, all of which will 

benefit UNS Electric and its customers. 
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VI. 

Q* 

A. 

REVENUE ALLOCATION. 

How did the Signatories agree to spread the revenue increase across customer 

classes? 

Attachment “B” to the Settlement Agreement shows the base rate non-fuel increase of 

$3,186,000 million and the base rate fuel increase of $11,348,000 allocated to each major 

customer class (including residential, small general service, large general service, large 

power, lighting and interruptible). In aggregate, the base rate non-fuel revenue change 

averages 2% compared to test year base revenues. When the increased base fuel revenues 

are included, the aggregate revenue increase is approximately 9%. 

The actual distribution between the major classes ranged from an increase. of 

approximately 8.9% to 10.3% to the adjusted test year revenues, with lighting receiving an 

approximate 11.6% increase. Small General Service and Large General Service may 

appear to be outliers in Attachment “B” to the Settlement Agreement because the increase 

allocated to those classes when compared to adjusted test year revenues is 17.2% and 

6.2%, respectively. However, this is the result of including the revenue impact of the 

anticipated migration of 400 customers from the LGS class to the SGS class due to the 

change in rate design. These migrating customers will result in a large revenue shift from 

the LGS class to the SGS class. Because Attachment “B” is designed to compare proposed 

revenues to test year revenues, the percentage changes do not truly reflect actual bill 

impacts. In fact, although the SGS allocated percentage appears to be a much larger 

increase than the other classes, the actual rates being proposed will decrease many SGS 

customer bills when compared to the current rates. 
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VII. 

Q. 

A. 

As a result of Staffs concerns, the Settlement Agreement proposes the adoption of a 

PPFAC that resembles a purchased gas adjustor used by gas utilities. The PPFAC rate 

will be: (i) based on a twelve-month rolling average of actual fuel and purchased power 

costs and (ii) adjusted on a monthly basis. This form of PPFAC makes sense given that 

UNS Electric does not own significant generation capacity and meets a large percentage 

of its demand through wholesale power purchases. It also eliminates the potential for the 

large changes in the PPFAC rate that result from an annual rate adjustment. Attachment 

“Cy to the Settlement Agreement is the Plan of Administration (,‘POAYy) that sets forth 

how the PPFAC will operate. As set forth in Section 5.2 of the Settlement Agreement 

(and included in the POA), the PPFAC has a “band” that will limit the amount that the 

total average fuel rate (ie. base fuel rate plus PPFAC rate) can change on a monthly basis 

ADJUSTOR MECHANISMS. 

A. Purchased Power and Fuel Adiustment Clause. 

Please provide a description of the modifications to the Purchased Power and Fuel 

Adjustment Clause (PPFAC). 

In its Application, UNS Electric had requested modifications to its PPFAC design. Those 

modifications were intended primarily to recover all of its fuel and purchased power 

costs through the PPFAC and to develop multiple PPFAC rates. However, in its direct 

testimony, Staff raised concerns about those modifications, as well as the annual PPFAC 

rate adjustment under UNS Electric’s existing PPFAC. Under the current form of 

PPFAC, the PPFAC rate has changed significantly (both up and down) at the time of its 

annual reset. In fact, the most recent reset was phased in over two rate changes in light of 

the magnitude of the rate change.2 

See Decision No. 73 886 (May 9,20 13). 

10 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 
A. 

Q* 
A. 

Q* 
A. 

by only 0.83%. It also includes a “trigger” that will require the Company to file for a 

PPFAC credit if the PPFAC bank balance is overcollected by $10 million. Both of these 

provisions protect the ratepayers. 

Are there other changes to the PPFAC? 

The PPFAC will now allow UNS Electric to recover broker fees related to the 

procurement of fuel and purchased power through the PPFAC, not through base rates. 

This consistent with what the Commission recently approved for TEP’s PPFAC. 

Does the Settlement Agreement establish a new PPFAC rate? 

Yes. On the effective date of new rates, the PPFAC rate will be reset at zero. Moreover, 

as set forth in Section 5.1 of the Settlement Agreement, UNS Electric will continue to 

recover a portion of its base fuel and purchased power costs through a base fuel rate. The 

average retail base fuel rate will be set at $0.05706 per kWh. 

B. Transmission Cost Adiustor. 

Please describe the Transmission Cost Adjustor (“TCA”). 

The TCA is a mechanism that will allow UNS Electric more timely recovery of 

transmission costs associated with serving retail customers at the level approved by 

FERC. UNS Electric’s proposed base rates include a transmission component based on 

the Company’s current Open Access Transmission Tariff (“OATT”). The FERC- 

approved OATT rates are designed to recover transmission costs &om users of the UNS 

Electric transmission facilities. The OATT rates are updated and recalculated annually 

through a FERC-approved formula using data contained in UNS Electric’s FERC Form 1 

filing. The TCA will enable UNS Electric to recover future changes in transmission costs 

on a more timely basis, as reflected in the OATT rate. 
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Q. 
A. 

Q. 
A. 

Attachment “E” to the Settlement Agreement is the POA for the TCA. The TCA will be 

limited to the recovery (or refund) of costs associated with future changes in UNS 

Electric’s OATT rate. The revised TCA will reflect the annual change in transmission 

costs, as reflected in UNS Electric’s annual FERC Form 1 filing, and the corresponding 

changes in the formula rate. For those customers that do not have a demand component, 

the TCA will be a monthly kwh charge; for those that are “demand-billed”y the TCA will 

be a per-kW charge. 

How will UNS Electric’s customers benefit from adoption of the TCA? 

The timely recovery of costs required to provide transmission services to retail customers 

will provide necessary cash flow to help UNS Electric finance transmission capital 

additions and support its current investment grade credit ratings. Stable cash flows and 

an investment grade credit rating help to lower financing costs for the benefit of our 

customers. The TCA, like the PPFAC, would provide retail customers with more 

accurate price signals. Additionally, the implementation of the TCA will help smooth the 

rate impact of increased transmission costs by allowing those increasing costs to be 

gradually added between rate cases. 

Has the Commission previously approved a TCA mechanism? 

Yes. In Decision No. 67744 (April 7, 2005)’ the Commission approved a TCA for 

Arizona Public Service (“APS”). Decision No. 73183 (May 24,2012) modified the TCA 

process for APS. APS’s TCA ties the collection of transmission costs to the costs found 

in A P S ’ s  FERC-approved OATT. UNS Electric’s TCA has been modeled after the 

modified APS TCA. 
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Q* 

A. 

Q. 

4. 

C. Lost Fixed Cost Recovery Mechanism. 

Please describe the Lost Fixed Cost Recovery mechanism proposed in the 

Settlement Agreement. 

The LFCR is a mechanism narrowly tailored to collect distribution and transmission 

service costs that would have been recovered through usage lost to EE programs and DG 

systems. It is not intended to recover lost fixed costs attributable to other factors, such as 

generation, weather or general economic conditions. As such, it is not a full decoupling 

mechanism. The LFCR will have a 1% year-over-year cap based on total applicable 

UNS Electric retail revenues and is similar to the LFCR approved by the Commission for 

other Arizona utilities. The POA for UNS Electric’s LFCR is set forth in Attachment “D” 

to the Settlement Agreement. 

The LFCR will be applied to all customers’ bills through a percentage based rate, 

excluding lighting customers. For the customer class exempted fiom the LFCR, rates are 

designed to collect their fair share of the fixed costs through their monthly minimum 

and/or demand charge. 

Residential customers who do not want to be charged the standard LFCR variable rate 

charge based on a percentage of their bill will have the option of choosing a fixed, 

monthly LFCR charge. The Company will implement a customer education and outreach 

program to help customers understand the new LFCR and available options. 

What is the fmed charge option for residential customers who choose to not 

participate based on the standard LFCR? 

As Section 7.6 of the Settlement Agreement shows, the fixed charge option rate is $2.50 

with usage less than 2,000 kWh - and $6.50 with usage of 2,000 k w h  or more. This fixed 
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Q* 

A. 

Q- 
A. 

charge option (“opt-out” rate) is a modest increase to the monthly customer charge that 

gives residential customers the flexibility to determine how they want to pay for fixed 

costs not recovered through base rates. The agreed-upon fixed charge option design is 

simple to administer and is designed to only recover average incremental unrecovered 

fixed costs. This opt-out rate is identical to the opt-out rate the Commission recently 

approved for TEP and similar to other Commission-approved opt-out rates for other 

utilities3 

anticipated to be July 1,2014. 

This charge will be effective with the first LFCR adjustment, which is 

Does the LFCR tariff provide the ability to switch between the LFCR surcharge and 

the fmed charge options? 

Yes. As set forth in the tariff, a customer may switch once at any time during the first year 

of the LFCR tariff. After the first year, a customer must remain on an option for at least 

twelve months before switching. 

W h y  is the LFCR necessary for UNS Electric? 

UNS Electric’s current rate structure is designed to recover the Company’s authorized 

revenue requirement primarily through usage-based kWh sales. The volumetric rate 

charged for those sales is calculated based on the system-wide usage, based largely on the 

sales volumes experienced during the rate case test year. A majority of the costs included 

in the Company’s revenue requirement, however, do not vary with kwh sales, but are 

fixed in nature. 

Given the current rate structure, when kWh sales decline as a result of EE programs and 

DG systems, UNS Electric is unable to recover the fixed distribution and transmission 

costs that are embedded in its volumetric-based rates. As a result, without a mechanism 

Decision No. 73912 (June 27,2013). 
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VIII. 

Q- 
4. 

in place to capture and recover these lost revenues, UNS Electric’s rates are inadequate as 

they do not provide the Company with a reasonable opportunity to recover certain costs 

or achieve its Commission-authorized rate of return. 

ENERGY EFFICIENCY. 

How does the Settlement Agreement address energy efficiency? 

Although UNS Electric had proposed the adoption of an Energy Efficiency Resource Plan 

in its Application, the Settlement Agreement does not adopt that proposal. Rather, as set 

forth in Section VI, the Company will implement the Energy Efficiency Implementation 

Plan that the Commission approves in Docket No. E-04204A-12-0219, which is a typical 

form of implementation plan. 

Moreover, Section 6.2 of the Settlement Agreement sets forth a modified performance 

incentive that is tied to actual energy savings. The performance incentive is identical to the 

performance incentive recently approved by the Commission for TEP? The Settlement 

Agreement expressly notes that the performance incentive may be changed by the 

Commission in a future proceeding outside of a rate case, such as an implementation plan 

proceeding. 

~ 

Decision No. 73912 (June 27, 2013). 
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IX. 

Q. 

A. 

RATE DESIGN. 

A. Overview. 

Please summarize the rate design that the Signatories agreed to in the Settlement 

Agreement. 

Attachment “G” to the Settlement Agreement sets forth a summary of the changes to the 

Company’s rate design. The agreed-upon rate design includes consolidating and 

simplifying the Company’s rate offerings so that the tariffs are more closely aligned with 

its Class Cost of Service Study (“CCOSS”) while incorporating many other important rate 

design factors. The Settlement Agreement adopts modest increases to the monthly 

customer charge for each customer class, which allows for recovery of a greater share of 

the Company’s fixed costs through fixed charges. This approach will assist UNS Electric 

in promoting conservation, will reduce the future magnitude of lost fixed cost recovery, 

and will facilitate greater revenue stability. 

The Company’s TOU tariffs are being modified in a way that will make them less 

confusing and more appealing to customers. The changes include: (i) modifying the peak 

times to incent additional participation under the tariffs; (ii) eliminating the shoulder 

period for all TOU rate classes; and (iii) eliminating the rate tiers. 

The Settlement Agreement also adjusts the rate schedules for large customers with a 

demand charge - by adjusting the demand charges to better reflect the cost to serve, 

modifying the “ratchet” to be consistent across these classes, and adjusting the per-kWh or 

“energy” charge for these customers, which in some instances included a decrease. 
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Q* 

A. 

Q. 
A. 

All of these rate design changes lead to a more balanced and equitable rate impact on all 

customers while reducing the administrative burden and costs for the Company (and 

ultimately to the customers.) In short, the agreed-upon rate design is a reasonable 

compromise of the diverse interests in this case. 

Were the tariffs resulting from the rate design included with the Settlement 

Agreement on September 6,2013? 

No. However, I have attached the final tariffs, which include both the bundled and 

-unbundled rates, as Exhibit DJD-3. The tariffs that were initially filed with the 

Company’s application have since been updated and clarified to conform with the 

Settlement Agreement. The Company requests that the tariffs attached here as Exhibit 

DJD-3 be approved by the order in this docket. 

B. Residential Rates. 

What are some of the key components of the standard residential rate design? 

The Residential R-01 schedule is designed to provide the Company an opportunity to 

obtain the allocated revenue requirement for this customer class, while providing the 

customer with ample opportunity to control the size of the electric bill. The components of 

that design that help achieve those goals include the following: 

e An increase in the monthly customer charge to $10.00 from $8.00. The Company’s 

original request was for an increase to $10.50. 

e A three-tier inverted block energy (per-kWh) rate structure (not including base fuel 

and purchased power charges): (1) under 400 kWh; (2) between 401 and 1000 

kWh; and (3) over 1000 kWh. 

A base fuel and purchased power charge included in base rates. e 
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Q* 

A* 

Q* 
A. 

Q. 
A. 

Could you please provide an overview of the bill impacts of the residential rates 

proposed by the Settlement Agreement? 

Yes. Attachment “B” to the Settlement Agreement shows that the average monthly bill 

impact for the average residential customer (850 kWh monthly usage) will be $0.41 after 

the reduced DSM surcharge is factored in. Even without the reduced DSM surcharge, the 

average monthly bill impact for the average residential customer would be less than $2.00 

per month. The percentage bill impact will vary depending on the amount of energy the 

customer uses, but as Attachment “B” sets forth, the bill impact, before the reduced DSM 

surcharge is factored in, will be approximately 6% for those customers with very low 

usage and significantly lower (in the range of 2%) for customers with energy usage closer 

to what a typical customer consumes. 

C. Time-of-Use Rates. 

What are some of the changes to the TOU rate structures in general? 

The Company has modified its TOU rates to better match the needs of a particular 

customer class and provide more incentive for customers to take service under the TOU 

tariffs. Attachment “G” to the Settlement Agreement sets forth the current design of TOU 

rates and the new design proposed by the Settlement Agreement in more detail. 

Please describe the main changes to the residential TOU rates. 

The Settlement Agreement adopts a simplified TOU rate for residential customers that the 

Company hopes is more attractive for customers and will result in greater participation. 

The residential TOU rate reflects the elimination of the shoulder rate and the two-tiered 

rate that is currently in effect for the residential TOU customer. Additionally, the off-peak 

hours have been increased. 
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Q* 
A. 

Q* 

A. 

The monthly customer charge for the TOU residential rate schedules is also increasing 

modestly but less than what the Company originally proposed. TEP had proposed an 

increase to $12.50, but the agreed-upon rates in the Settlement Agreement only increases 

the monthly customer charge to $1 1.50 from the current customer charge of $8.00. 

Please describe the main changes to the non-residential TOU rates. 

For non-residential customers, UNS Electric also has eliminated the shoulder periods and 

increased the off-peak periods. The monthiy charges also have been increased for each 

non-residential rate. 

D. Low-Income Rates. 

How is the agreed-upon rate design sensitive to the needs and difficulties of low- 

income customers? 

We understand that low-income customers are especially vulnerable to rate increases, and 

we have continually sought ways to mitigate the impacts they incur while trying to update 

and modernize rates in accordance with other relevant and important factors. We believe 

we have struck an acceptable balance to these sometimes-competing factors in many 

significant ways: 

e The CARES customer charge will increase from $3.50 per month to $4.90 per 

month. CARES customers will also continue to receive varying percentage 

discounts off of the per kWh energy rate. 

Although the CARES Medical rate will be frozen and no longer available for new 

customer accounts, the standard CARES rate will continue to be available to all 

new qualified customers. 

a 
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Q- 
A. 

Q. 

A. 

CARES customers will continue to pay the REST surcharge. Moreover, they will 

now be subject to the PPFAC, TCA and LFCR charges. However, CARES 

customers will continue to not be assessed any DSM surcharges. 

As a result, most low-income customers will see a monthly bill impact of less than $2. 

Attachment “B” to the Settlement Agreement details the bill impacts for low-income 

customers. 

Why is the CARES Medical rate being eliminated for new customer accounts? 

UNS Electric only has a handhl of CARES Medical customers. Existing CARES Medical 

customers will continue to receive service under the existing, but now fiozen tariff. 

However, any new customers that might have qualified for CARES Medical will receive 

their discount under the standard CARES tariff. This will simplifl the tariffs, eliminate the 

challenges of certifying the medical conditions of applicants and reduce administrative 

costs, while at the same time providing an appropriate discount for those customers. 

E. Other Rate Design Issues. 

There were some differences of opinion over the demand ratchet that the Company 

discussed in some detail in its direct filing. How was the demand ratchet issue 

resolved? 

For those Large General Service customers with a demand component in their bill, the 

Signatories agreed to a demand ratchet of 75%. A ratchet is a billing provision under 

which the demand charge for each month is based on the highest measured or billed 

demand over a period of time in the previous year. UNS Electric had originally requested 

an increase to loo%, but agreed to settle on 75%. Even so, this will better ensure a stable 
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Q* 

A. 

Q. 

A. 

level of demand revenue and more closely align the cost recovery with the cost causer. 

This is coupled with increases in the demand charges and mitigating the magnitude of the 

increase in the energy charges for these customers. Large Power Service customers will 

continue to have a 100% ratchet. 

Has the Company agreed to submit additional new or revised tariffs beyond those 

attached as part of Exhibit DJD-3? 

Yes, there are two additional tariffs. Pursuant to Section 15.4 of the Settlement 

Agreement, the Company has committed to working with the Signatories to develop a 

“super-peak” rate tariff and a revised partial requirement service (“PRS”) tariffs. 

Because these new tariffs will replace existing “super-peak” and Qualifying Facilities 

(“QF”) tariffs, the Company had proposed eliminating these existing tariffs. Currently, 

there are no customers on those rates. However, the Company has agreed to update the 

existing QF tariffs to reflect increases in the rate components being adopted in the 

Settlement Agreement and to continue to offer the updated QF rates until the new PRS 

tariffs are approved. 

Finally regarding rate design, does the Settlement Agreement contain a provision that 

allows for an examination of any unintended effects of the rate design? 

Yes. I note that this rate design was carefully crafted to incorporate divergent interests and 

we do not anticipate that there will be any unexpected impacts to any customer class or 

group. Having said that, we understand that having a mechanism in place to address that 

occurrence is important in this instance where there is a lot of rate consolidation and 

significant change occurring. Therefore, the Company has agreed to leave the docket open 

until January 1, 2015 for the express purpose of possibly adjusting specific tariffs to 

correct for unanticipated customer impacts, which are not consistent with the public 
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X. 

Q* 
A. 

Q. 
A. 

interest. Any such changes, however, must be revenue neutral so that the Company’s non- 

fuel revenue requirement is not adversely impacted. A similar provision was included in 

the TEP Settlement Agreement that was recently approved by the Commission.’ 

RULES AND REGULATIONS AND STATEMENT OF CHARGES. 

What are the changes to the Company’s Rules and Regulations? 

The changes to the Rules and Regulations are largely as the Company proposed in its 

December 31, 2012 Application. Most of the changes were “clean-up” in nature as they 

eliminated inconsistencies and ambiguities that occurred over time. Many of the 

modifications also are intended to modernize UNS Electric’s Rules and Regulations and to 

clarify areas in the Rules and Regulations that have caused undue customer confusion. 

The more substantive changes were discussed in the Direct Testimony of Lindy Sheehey 

filed with the rate case Application. Additional revisions were incorporated as a result of 

the settlement negotiations (in particular to the liability limitation provisions), and to 

conform the Company’s Rules and Regulations to TEP’s recently approved Rules and 

Regulations. Attachment “Hy to the Settlement Agreement sets forth the revised Rules and 

Regulations. 

Have the Company and Staff agreed on the “Statement of Additional Charges”? 

Similar to the Rules and Regulations, the changes to the Statement of Charges are largely 

as the Company proposed in its Application. The agreed-upon Statement of Charges is set 

forth in Attachment “I” to the Settlement Agreement. 

Decision No. 73912 (June 27,2013). 
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XI. 

Q. 

A. 

Q. 

A. 

Q* 
A. 

Q. 

4. 

OTHER SETTLEMENT AGREEMENT PROVISIONS. 

The Settlement Agreement also resolves several issues that are not related to revenue 

requirement or adjustor mechanisms. Please address those provisions. 

The testimony of the various parties to this case raised several issues that were not directly 

related to the immediate revenue requirement issues. The Settlement Agreement includes 

provisions as to how to resolve those issues or how to address those issues in the future. 

What is the purpose of Section IX of the Settlement Agreement regarding 

Operational Requirements? 

As a result its review of UNS Electric operations, the Staffs consultants made several 

operational recommendations. The Company has agreed to adopt the recommendations set 

forth in Attachment “F” to the Settlement Agreement. 

Please explain Section XI11 eliminating the Greenwatts Tariff. 

Under its approved REST plan, UNS Electric offers a community solar program known as 

“Bright Arizona.” This program provides benefits similar to those offered under the 

Greenwatts tariff. In order to simplify the Company’s rate offerings, we are eliminating 

the duplicative Greenwatts program. The Commission recently approved the elimination 

of TEP’s Greenwatts tariff. 

Why are certain reporting requirements being eliminated or modified under Section 

XIV of the Settlement Agreement? 

Some previous Commission orders included compliance requirements without any 

“sunsety’ date. Other orders required compliance filings that are duplicative of other 

requirements. The one reporting requirements that is being eliminated dates fiom 1978. 

The reporting requirements that are being modified result in consolidation of multiple 
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requirements for efficiency purposes. Attachment “J” to the Settlement Agreements set 

forth the specific information for each change. 

Section XV of the Settlement Agreement sets forth several additional settlement 

provisions. Could you please explain the purpose of those provisions? 

This section includes provisions to address several issues that arose during the course of 

the settlement discussions, but which are not necessarily being resolved as part of this 

docket. 

Paragraph 15.1 is intended to require the Company to evaluate additional interruptible 

service rates in its next general rate case. 

Paragraph 15.2 requires UNS Electric to evaluate the impact of using a different billing 

demand methodology in its next rate case. 

Paragraph 15.3 requires UNS Electric to file its next general rate case no later than July 1, 

201 7, using a 20 16 test year. This will ensure that Paragraphs 15.1 and 15.2 are addressed 

in a timely manner. 

Paragraph 15.4 requires the filing of the two new tariffs addressed above in the Rate 

Design section. 
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Xn. 

Q. 
A. 

Q. 
A. 

DEPRECIATION RATE FOR PHOTOVOLTAIC ASSETS. 

Are there any issues that are not expressly addressed by the Settlement Agreement? 

Yes, there is one minor issue that requires the Commission approval in addition to the 

Settlement Agreement. UNS Electric needs to have the Cornmission approve the 

appropriate service life and depreciation rate for solar photovoltaic (“PV”) assets. 

UNS Electric began installing PV systems in 2011 to comply with renewable energy 

mandates approved by the Commission. In November, installation of a 1.22 MW PV 

system was installed at the location of La Senita Elementary School in Kingman. 

Powered by SOLON systems and modules, the facility will provide a faster, more cost- 

effective way for UNS Electric to integrate solar power into its renewable energy 

portfolio. The Company plans on complying with the Commission’s renewable energy 

standards through cost-effective investments in PV and other renewable generation 

capacity, which the Company also indicated in its Integrated Resource Plan (“IRP”) filed 

with the Commission in April 20 12. 

How have these solar assets been depreciated? 

UNS Electric has just begun deploying such technology, so there is no historical 

retirement data upon which the base an expected service life. It is noted that UNS 

Electric affiliate TEP has been deploying such technology since 1998 and also has no 

retirement data upon which to base a depreciation rate. However, TEP has been 

depreciating its PV assets at a rate of 5% per year, based on an estimated 20-year service 

life, since the first solar installation in 1998. 
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Q. 
A. 

XIII. 

Q. 
A. 

Q. 
A. 

What is UNS Electric requesting regarding PV facilities? 

The Company request that the Cornmission approve the use of the 20-year service life, 

and corresponding 5% depreciation rate, with no Negative Net Salvage factor until 

sufficient retirements occur to support the use of some other depreciation rate. UNS 

Electric has contacted the other parties to the docket regarding this issue. S M  agrees 

with the Company’s proposal and both RUCO and Nucor do not oppose the proposal. 

CONCLUSION. 

Do you have any concluding remarks? 

UNS Electric believes that the Settlement Agreement sets forth a balanced resolution of 

the issues in this case Although UNS Electric will receive less than half of the revenue 

increase it was seeking, the Settlement Agreement also includes mechanisms that will 

allow timely recovery of the Company’s service costs in ways that generate smoother, 

more moderate rate changes. These modifications will help our customers manage their 

energy expenses while providing UNS Electric with a reasonable opportunity to earn its 

Commission-authorized return on its investment in safe and reliable service. As a result, 

the Company believes the Settlement Agreement is in the public interest and should be 

approved by the Commission such that the resulting rates may become effective on 

January 1,2014. 

Does this conclude your Direct Testimony in support of the Settlement Agreement? 

Yes. 
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UNS Electric, Inc. 

Original Sheet No.: 101 
Superseding: 

Residential Service (RES-01) 
AVAILABILITY 
Available throughout the Company's entire electric service area where the facilities of the Company are of adequate capacity and 
are adjacent to the premises. 

APPLICABILITY 
To all single-phase (subject to availability at point of delivery) residential electric service in individual private dwellings and 
individually metered apartments when all service is supplied at one point of delivery and energy is metered through one meter. 

Not applicable to resale, breakdown, temporary, standby, auxiliary service, or service to individual motors exceeding 40 amperes 
at a rating of 230 volts or which will cause excessive voltage fluctuations. 

CHARACTER OF SERVICE 
The service shall be single-phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and subject to availability 
at point of delivery. 

- RATE 
A monthly bill at the following rate plus any adjustments incorporated herein: 

BUNDLED STANDARD OFFER SERVICE - SUMMARY OF CUSTOMER AND ENERGY CHARGES 

Customer Charges: 
Standard 
Customer Charge and minimum bill $10.00 per month 

Lost Fixed Cost Recoverv (LFCR) Fixed Chame ODtion 
Customer Charge with usage less than 2,000 kwh 
Customer Charge with usage of 2,000 kWh or more 

$12.50 per month 
$16.50 per month 

Energy Charges (per kWh): 
Power Supply Charges2 

Base Power PPFAC2 
Delivery Services-Energy' TOW 

0 - 400 kWh $0.019300 $0.064510 Varies $0.083810 
401 - 1,000 kWh I $0.034350 $0.064510 Varies $0.098860 
Over1,OOO kwh I $0.03661 0 1 $0.064510 I Varies I $0.101120 I 

1. Delivery Services-Energy is a bundled charge that includes: Local Delivery, Generation Capacity and 
Transmission. 

2. The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kWh adjustment in accordance with Rate Rider-I. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below the 
base cost per kWh sold. Please see Rider-1 for current rate. 

3. Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes monthly 
pursuant to Rider-I PPFAC. While only non-variable components ate included in the illustration above, a 
Customer's actual bill in any given billing month will reflect the applicable PPFAC for that billing month. 

Filed By: Kentton C. Grant Rate: RES41 
Title: Vice President Effective: Pending 
District: Entire Electric Service Area Decision No: 



UNS Electric, Inc. 

Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 

Total 

Original Sheet No.: 101-1 
Superseding: 

$ 1.83 per month 
$ 2.08 per month 
$ 4.92 per month 
$ 1.17 per month 
$10.00 per month 

LOST FIXED COST RECOVERY (LFCR) - RIDER 8 
For those Customers who choose not to participate in the percentage based recovery of lost revenues associated with energy 
efficiency and distributed generation, a higher monthly Customer Charge will apply and the percentage based LFCR will not be 
included on the bill. All other Customers will pay the Standard monthly Customer Charge and the percentage based LFCR. 
Customers can choose the fixed charge option one (1) time per calendar year. Once the Customer chooses to contribute to the 
LFCR through a fixed charge they must pay the higher monthly Customer Charge for a complete twelve (12) month period. 
During the first twelve (12) months subsequent to the effective date of the LFCR, the Customer may choose to change back to 
the percentage based option without being on the fixed option for a full twelve (12) months. After one full year of the LFCR in 
effect, a Customer must remain on an option for a full twelve (12) months. 

DIRECT ACCESS 
A Customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. 
Those services may indude Metering (Installation, Maintenance andlor Equipment), Meter Reading, Billing and Colledion, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this Tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement 
of Charges which is available on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS: 

Customer Charge Components (Unbundled): 
I Standard I 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: RES-01 
Effective: Pending 
Decision No: 
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SERVICES 

UNS Electric, Inc. 

Original Sheet No.: 101-2 
Superseding: 

I -  Lost Fixed Cost Recovery (LFCR) Fixed Charge Option - usage less than 2,000 kWh I 
Description 
Meter Services $ 1.83 per month 
Meter Reading $ 2.08 permonth 
Billing & Collection $ 4.92 permonth 
Customer Delivery $ 1.17 permonth 
LFCR $ 2.50 permonth 

Total $1 2.50 per month 

Lost Fixed Cost Recovery (LFCR) Fixed Charge Option - usage of 2,000 kWh or more 
Description 
Meter Services $ 1.83 per month 
Meter Reading $ 2.08 permonth 
Billing & Collection $ 4.92 permonth 
Customer Delivery $ 1.17 permonth 
LFCR $ 6.50 per month 

Total $16.50 per month 

Energy Charge Components (per kWh) (Unbundled): 
I I I 

Local Delivery Rate 
0 - 400 kWh $0.005271 
401 - 1,000 kWh $0.020321 
Over 1,000 kWh $0.022581 

Generation Capacity $0.008325 
Transmission $0.005704 

Power Supply Charges (per kWh): 
1 

Rate 

Varies 
Base Power Supply $0.064510 
PPFAC (see Rider-I for current rate) 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: RES41 
Effective: Pending 
Decision No: 



UNS Electric, Inc. 

I .  

On-Peak 
Off-peak 

SEWICES 

- _ _  - . - . . -. . . 

$0.030350 $0.129605 Varies $0.159955 
$0.030350 $0.039605 Varies $0.069955 

Original Sheet No.: 102 
Superseding : 

. .  
On-Peak 
Off-peak 

Residential Service Time-of-Use (RES-01 TOU) 

_._. - - 

$0.030350 $0.129605 Varies $0.159955 
$0.030350 $0.031 385 Vanes $0.061735 

AVAILABILITY 
Available throughout the Company's entire electric service area where the facilities of the Company are of adequate capacity and 
are adjacent to the premises. 

APPLICABILITY 
To all single-phase (subject to availability at point of delivery) residential electric service in individual private dwellings and 
individually metered apartments when all service is supplied at one point of delivery and energy is metered through one meter. 
Customers must stay on this rate for a minimum period of one (1) year. Not applicable to resale, breakdown, temporary, 
standby, auxiliary service, or service to individual motors exceeding 40 amperes at a rating of 230 volts or which will cause 
excessive voltage fluctuations. 

CHARACTER OF SERVICE 
The service shall be single-phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and subject to availability 
at point of delivery. 

- RATE 
A monthly bill at the following rate plus any adjustments incorporated herein: 

BUNDLED STANDARD OFFER SERVICE - SUMMARY OF CUSTOMER AND ENERGY CHARGES 

Customer Charges: 
Standard 
Customer Charge and minimum bill 

Lost Fixed Cost Recovew [LFCR) Fixed Charae ODtion 
Customer Charge with usage less than 2,000 kWh 
Customer Charge with usage of 2,000 kWh or more 

$1 1.50 per month 

$14.00 per month 
$18.00 per month 

Energy Charges (per kwh): 

1 TotaP I Power Supply Charges2 I Base Power PPFAC2 I Delivery Services-Energy' Summer I (Mav - October) 

I TotaP I Power Supply Charges2 
PPFAC2 I Delivery Services-Energy' Winter I (November - A~r i l l  1 BasePower 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: RES01 
Effective: Pending 
Decision No: 



UNS Electric, Inc. 

SERVICES 
Original Sheet No.: 102-1 
Superseding: 

1. Delivery Services-Energy is a bundled charge that includes: Local Delivery, Generation Capacity and 
Transmission. 

2. The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kWh adjustment in accordance with Rate Rider-I. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below the 
base cost per kWh sold. Please see Rider-I for current rate. 

3. Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes monthly 
pursuant to Rider-1 PPFAC. While only non-variable components are included in the illustration above, a 
Customer's actual bill in any given billing month will reflect the applicable PPFAC for that billing month. 

TIME-OF-USE TIME PERIODS 
The Summer On-Peak period is 2:OO p.m. to 8:OO pm., Monday through Friday (excluding Memorial Day, Independence Day, 
and Labor Day). 

The Winter On-Peak periods are 500 a.m. - 9:00 a.m. and 5:OO p.m. - 9:00 pm., Monday through Friday (excluding 
Thanksgiving Day, Christmas Day, and New Year's Day). 

All other hours are Of-Peak. If a holiday falls on Saturday, the preceding Friday is designated Off-peak; if a holiday falls on 
Sunday, the following Monday is designated Of-Peak. 

LOST FIXED COST RECOVERY ILFCRI - RIDER 8 
For those Customers who choose not to participate in the percentage based recovery of lost revenues associated with energy 
efficiency and distributed generation, a higher monthly Customer Charge will apply and the percentage based LFCR will not be 
included on the bill. All other Customers will pay the Standard monthly Customer Charge and the percentage based LFCR. 
Customers can choose the fixed charge option one (1) time per calendar year. Once the Customer chooses to contribute to the 
LFCR through a fixed charge they must pay the higher monthly Customer Charge for a complete twelve (12) month period. 
During the first twelve (12) months subsequent to the effective date of the LFCR, the Customer may choose to change back to 
the percentage based option without being on the fixed option for a full twelve (12) months. After one full year of the LFCR in 
effect, a Customer must remain on an option for a full twelve (12) months. 

DIRECT ACCESS 
A Customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. 
Those services may indude Metering (Installation, Maintenance andlor Equipment), Meter Reading,- Billing and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement 
of Charges which is available on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

Filed By: Kentton C. Grant 
Title: vice President 
District: Entire Electric Service Area 

Rate: RES01 
Effective: Pending 
Decision No: 

http://www.uesaz.com


UniSour ceEnerg y 

Customer Delivery 

SERVICES 

$ 

UNS Electric, Inc. 

~~ 

Total 

Original Sheet No.: 102-2 
Superseding: 

$1 1.50 per month 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 
LFCR 

Total 

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS: 

$ 2.11 per month 
$ 2.39 per month 
$ 5.66 per month 
$ 1.34 per month 
$ 2.50 per month 
$14.00 per month 

Customer Charge Components (Unbundled): 
Standard 

Description 
Meter Services I $ 2.11 per month 

Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 
LFCR 

Total 

$ 2.11 per month 
$ 2.39 per month 
$ 5.66 per month 
$ 1.34 per month 
$ 6.50 per month 
$18.00 per month 

Lost Fixed Cost Recovery (LFCR) Fixed Charge Option - usage less than 2,000 kWh 
Descriotion 

Filed By: Kentton C. Grant 
Title: vice President 
District: Entire Electric Service Area 

Rate: RES01 
Effective: Pending 
Decision No: 



Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: RES41 
Effective: Pending 
Decision No: 



First 400 kWh 
All Additional kWh 

Filed By: Kentton C. Grant 
Title: vice President 
District: Entire E1ech.i~ Service Area 

~0ta13 
Power Supply Charges2 

Base Power PPFAC2 
Delivery Services-Energy1 

$0.018973 $0.061700 Varies $0.080673 
$0.035400 $0.061700 Varies $0.097100 

Rate: CARES 
Effective: Pending 
Decision No: 



UNS Electric, Inc. 

For Bills with Usage of: 

Original Sheet No.: 103-1 
Superseding: 

Monthly Discount will be applied to the 
Standard Customer Charge, Delivery 

1. Delivery Services-Energy is a bundled charge that includes: Local Delivery, Generation Capacity and 
Transmission. 

2. The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kWh adjustment in accordance with Rate Rider-I. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below the 
base cost per kWh sold. Please see Rider-I for current rate. 

3. Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes monthly 
pursuant to Rider-I PPFAC. While only non-variable components are included in the illustration above, a 
Customer's actual bill in any given billing month will reflect the applicable PPFAC for that billing month. 

Char es, and Power Su -1 Char es: 
30% 
20% 
10% 

Over 1 .OOO k w h  $8.00 

LOST FIXED COST RECOVERY (LFCR) - RIDER 8 
For those Customers who choose not to participate in the percentage based recovery of lost revenues associated with energy 
efficiency and distributed generation, a higher monthly Customer Charge will apply and the percentage based LFCR will not be 
included on the bill. All other Customers will pay the Standard monthly Customer Charge and the percentage based LFCR. 
Customers can choose the fixed charge option one (1) time per calendar year. Once the Customer chooses to contribute to the 
LFCR through a fixed charge they must pay the higher monthly Customer Charge for a complete twelve (12) month period. 
During the first twelve (12) months subsequent to the effective date of the LFCR, the Customer may choose to change back to 
the percentage based option without being on the fixed option for a full twelve (12) months. After one full year of the LFCR in 
effect, a Customer must remain on an option for a full twelve (12) months. 

DIRECT ACCESS 
A Customer's Direct Access bill will include all unbundled components except those services provided by a qualified third patty. 
Those services may include Metering (Installation, Maintenance andlor Equipment), Meter Reading, Billing and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components setforth in this Tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Eledric Statement 
of Charges which is available on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above Rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: CARES 
Effective: Pending 
Decision No: 
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UNS Electric, Inc. 

Standard 
Description 
Meter Services $0.90 per month 
Meter Reading $1.02 per month 
Billing & Collection $2.41 per month 
Customer Delivery $0.57 per month 

Total $4.90 per month 

Original Sheet No.: 103-2 
Superseding: 

Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 
LFCR 

Total 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

$0.90 per month 
$1.02 per month 
$2.41 per month 
$0.57 per month 
$2.50 per month 
$7.40 per month 

~~~ 

Billing & Collection 
Customer Delivery 
LFCR 

Tntnl 

$1.41 pc 
$ 0.57 permon 
$ (  
PIS 

Lost Fixed Cost Recovery (LFCR) Fixed Charge Option - usage of 2,000 kWh or more 
Descriotion 

I Meter Services I !t 0.90 p e r m o i r -  
I Meter Readino I 1.02 per month 

5r month 
th 

5.50 per month 
1.40 per month 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: CARES 
Effective: Pending 
Decision No: 



UNS Electric, Inc. 

Original Sheet No.: 103-3 
Superseding: 

Energy Charge Components (per kWh) (Unbundled): 
I I 1 

Local Delivery Rate 
First 400 kWh $0.004255 
All remaining kWh $0.020682 

Generation Capacity $0.008223 
Transmission $0.006495 

Power Supply Charges (per kWh): 
I I 1 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: CARES 
Effective: Pending 
Decision No: 



UNS Electric, Inc. 

SERVICES 
Original Sheet No.: 104 
Superseding: 

Customer Assistance Residential Energy Support 
Low Income Medical Life Support Program (CARES-MF) 

AVAILABILITY 
New Customers, including those who move are not eligible for service under this Rate. 

APPLICABILITY 
To all single-phase (subject to availability at point of delivery) residential electric service in individual private dwellings and 
individually metered apartments when all service is supplied at one point of delivery and energy is metered through one meter. 
This CARES Low Income Medical Life Support Program is available to all qualified CARES residential customers who are 
medically life-support dependent and who meet the eligibility requirements. 

Not applicable to resale, breakdown, temporary, standby, auxiliary service, or service to individual motors exceeding 40 
amperes at a rating of 230 volts or which will cause excessive voltage fluctuations. 

ELIGIBILITY REQUIREMENTS 
To be eligible for the CARES Low Income Medical Life Support Program, a Customer must meet the following requirements: 

A. Require the use of medical equipment that is considered essential for sustaining life and is operated at the 
residence; 

B. Submit to UNS Electric a statement signed by the attending physician that verifies that the customer is medically 
life-support dependent and states the type of essential medical equipment in use at the residence; and 

C. Submit to UNS Electric verification by the physician to remain eligible for the program beyond two years. 

The following equipment is representative of that which may be qualified as being essential under the program: 

m Ventilator 
Oxygen concentrator . Peritoneal Dialysis Cycler . Hem0 Dialysis Equipment 
Feedingpump 

Infusion Pump . Suction Machine . Small Volume Nebulizer . Oximeter 

CHARACTER OF SERVICE 
The service shall be single-phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and subject to availability 
at point of delivery. 

- RATE 
A monthly bill at the following rate plus any adjustments incorporated herein: 

BUNDLED STANDARD OFFER SERVICE - SUMMARY OF CUSTOMER AND ENERGY CHARGES 

Customer Charges: 
Standard 
Customer Charge and minimum bill 

Lost Fixed Cost Recovery ILFCR) Fixed Chame ODtion 
Customer Charge with usage less than 2,000 kwh 
Customer Charge with usage of 2,000 kwh or more 

$4.90 per month 

$ 7.40 per month 
$1 1.40 per month 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: CARES-MF 
Effective: Pending 
Decision No: 



INS Electric, Inc. 

Original Sheet No.: 104-1 
Superseding: 

Energy Charges (per kWh): 
Power Supply Charges2 

Total3 
PPFAC2 

Delivery Services-Energy' 
Base Power 

First 400 kWh $0.018973 $0.061700 Varies $0.080673 
All Additional kWh $0.035400 $0.061700 Varies . $0.097100 

1. Delivery Services-Energy is a bundled charge that includes: Local Delivery, Generation Capacity and 
Transmission. 

2. The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kwh adjustment in accordance with Rate Rider-1. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below the 
base cost per kwh sold. Please see Rider-1 for current rate. 

3. Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes monthly 
pursuant to Rider-1 PPFAC. While only non-variable components are included in the illustration above, a 
Customer's actual bill in any given billing month will reflect the applicable PPFAC for that billing month. 

CARES LOW INCOME MEDICAL LIFE SUPPORT PROGRAM DISCOUNT 
The monthly bill for customers eligible under the CARES Low Income Medical Life Support Program shall be computed in 
accordance to the Rates above including the following discount: 

Monthly Discount will be applied to the 
Standard Customer Charge, Delivery For Bills with Usage of: 

-" ," 
I 20% 

ilu nvvil 10% 
$8.00 ,n t.\An. 

i ,201- 2,orn L \ A ~  

LOST FIXED COST RECOVERY (LFCRI - RIDER 8 
For those Customers who choose not to participate in the percentage based recovery of lost revenues associated with energy 
efficiency and'distributed generation, a higher monthly Customer Charge will apply and the percentage based LFCR will not be 
included on the bill. All other Customers will pay the Standard monthly Customer Charge and the percentage based LFCR. 
Customers can choose the fixed charge option one (1) time per calendar year. Once the Customer chooses to contribute to the 
LFCR through a fixed charge they must pay the higher monthly Customer Charge for a complete twelve (12) month period. 
During the first twelve (12) months subsequent to the effective date of the LFCR, the Customer may choose to change back to 
the percentage based option without being on the fixed option for a full twelve (12) months. After one full year of the LFCR in 
effect, a Customer must remain on an option for a full twelve (12) months. 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: CARES-MF 
Effective: Pending 
Decision No: 



SEflVICES 

Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 

Total 

UNS Electric, Inc. 

$0.90 per month 
$1.02 per month 
$2.41 per month 
$0.57 per month 
$4.90 per month 

Original Sheet No.: 104-2 
Superseding: 

Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 
LFCR 

Total 

DIRECT ACCESS 
A Customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. 
Those services may include Metering (Installation, Maintenance andlor Equipment), Meter Reading, Billing and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this Tariff will be applied to the Customer's bill. 

$0.90 per month 
$1.02 per month 
$2.41 per month 
$0.57 per month 
$2.50 per month 
$7.40 per month 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement 
of Charges which is available on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold and/or the volume of energy generated or 
purchased for sale and/or sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: CARESMF 
Effective: Pending 
Decision No: 
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UNS Electric, Inc. 

Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 
LFCR 

Total 

SERVICES 

$ 0.90 per month 
$ 1.02 per month 
$ 2.41 permonth 
$ 0.57 permonth 
$ 6.50 permonth 
$1 1.40 per month 

Original Sheet Na: 104-3 
Superseding: 

Local Delivery 
First 400 kwh 
All remaining kWh 

Rate 
$0.004255 
$0.020682 

Energy Charge Components (per kwh) (Unbundled): 
I I 1 

Generation Capacity 
Transmission 

$0.008223 
$0.006495 

Component 
Base Power Supply 
PPFAC (see Rider-1 for current rate) 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate 
$0.061700 

Varies 

Rate: CARESMF 
Effective: Pending 
Decision No: 



SERVlCEs 

0 - 400 kwh 
401 - 7,500 kWh 

UNS Electric, Inc. 

Power Supply Charges2 
Total3 

PPFAC2 
Delivery Services-Energy1 

Base Power 
$0.030176 $0.058241 Varies $0.088417 
$0.041042 $0.058241 Varies $0.099283 

Original Sheet No.: 201 
Superseding: 

Small General Service (SGS-IO) 
AVAILABILITY 
Available throughout the Company's entire electric service area where the facilities of the Company are of adequate capacity and 
are adjacent to the premises. 

PPPLlCABlLlTY 
To all general power and lighting service unless otherwise addressed by specific Rates, when all energy is supplied at one point 
of delivery and through one metered service. 

The supply of electric service under a residential Rate to a dwelling involving some business or professional activity will be 
permitted only where such activity is of only occasional occurrence, or where the electricity used in connection with such activity 
is small in amount and used only by equipment which would normally be in use if the space were used as living quarters. Where 
the portion of a dwelling is used regularly for business, professional or other gainful purposes, and any considerable amount of 
electricity is used for other than domestic purposes, or electrical equipment not normally used in living quarters is installed in 
connection with such activities referred to above, the entire premises must be classified as non-residential and the appropriate 
general service Rate will be applied. 

Only available to Customers with imputed demand less than 500 KW. However, service is available for custorner-owned, 
operated, and maintained area, street, or stadium lighting, and for firm irrigation service with a maximum monthly demand less 
than 25 kW. 

Not applicable to resale, breakdown, temporary, standby, or auxiliary service. 

Customers must stay on this rate for a minimum period of one (1) year. 

Customers using 12,000 or more kwh in consecutive months under the Small General Service tariff henceforth shall receive 
service under the Large General Service tariff. 

CHARACTER OF SERVICE 
The service shall be single-phase or three-phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and subject 
to availability at point of delivery. 

- RATE 
A monthly bill at the following rate plus any adjustments incorporated herein: 

BUNDLED STANDARD OFFER SERVICE - SUMMARY OF CUSTOMER AND ENERGY CHARGES 

I Over7.500kwh I $0.076042 I $0.058241 I Varies I $0.134283 I 
~ ~~~ ~~ ~ 

Filed By: Kentton C. Grant Rate: SGS-10 
Title: Vice President Effective: Pending 
District: Entire Electric Service Area Decision No.: 



UNS Electric, Inc. 

Description 
Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 

Total 

SERVICES 

Customer Charge 
$ 2.37 per month 
$ 4.60 per month 
$ 6.35 permonth 
$ 1.18 permonth 
$14.50 per month 

Original Sheet No.: 201-1 
Superseding: 

1. Delivery Services-Energy is a bundled charge that includes: Local Delivery, Generation Capacity and 
Transmission. 

2. The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kWh adjustment in accordance with Rate Rider-1. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below the 
base cost per kwh sold. Please see Rider-1 for current rate. 

3. Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes monthly 
pursuant to Rider-1 PPFAC. While only non-variable components are included in the illustration above, a 
Customer's actual bill in any given billing month will reflect the applicable PPFAC for that billing month 

DIRECT ACCESS 
A Customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. 
Those services may include Metering (Installation, Maintenance andlor Equipment), Meter Reading, Billing and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this Tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement 
of Charges which is available on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale and/or sold hereunder. 
RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Cornmission shall apply where not 
inconsistent with this Rate. 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: SGS-10 
Effective: Pending 
Deasion No.: 
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SERVICES 

Local Delivery Rate 
0 - 400 k w h  $0.013662 
401 - 7,500 kWh $0.024528 
Over 7,500 kWh $0.059528 

UNS Electric, Inc. 

Component 
Base Power Supply 
PPFAC (see Rider-1 for current rate) 

Original Sheet No.: 201-2 
Superseding: 

Rate 
$0.058241 
Varies 

Power Supply Charges (per kWh): 
I 

Filed By: Kentton C. Grant 
Title: Vice President 
District Entire Electric Service Area 

Rate: SGS-10 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. 

SERVICES 
Original Sheet No.: 202 
Superseding: 

Small General Service Time-of-Use (SGS-10 TOU) 

AVAILABILITY 
Available throughout the Company's entire electric service area where the facilities of the Company are of adequate capacity and 
are adjacent to the premises. 

APPLICABILITY 
To all general power and lighting service unless otherwise addressed by specific Rates, when all energy is supplied at one point 
of delivery and through one metered service. 

The supply of electric service under a residential Rate to a dwelling involving some business or professional activity will be 
permitted only where such activity is of only occasional occurrence, or where the electricity used in connection with such activity 
is small in amount and used only by equipment which would normally be in use if the space were used as living quarters. Where 
the portion of a dwelling is used regularly for business, professional or other gainful purposes, and any considerable amount of 
electricity is used for other than domestic purposes, or electrical equipment not normally used in living quarters is installed in 
connection with such activities referred to above, the entire premises must be classified as non-residential and the appropriate 
general service Rate will be applied. 

Only available to Customers with imputed demand less than 500 kW; however, service is available for customer-owned, 
operated, and maintained area, street, or stadium lighting, and for firm irrigation service with a maximum monthly demand less 
than 25 kW. 

Service under this Rate will commence when the appropriate meter has been installed. 

Not applicable to resale, breakdown, temporary, standby, or auxiliary service. 

Customers must stay on this rate for a minimum period of one (1) year. 

CHARACTER OF SERVICE 
The service shall be single-phase or three-phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and subject 
to availability at point of delivery. 

- RATE 
A monthly bill at the following rate plus any adjustments incorporated herein: 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: SGS-10 TOU 
Effective: Pending 
Decision No.: 



I '  

Summer 
(May - October) 

On-Peak 
Off-peak 

0 - 400 kwh 

401 - 7.500 kWh 

UNS Electric, Inc. 

Power Supply Charges2 
TotaP Delivery Services- 

Energy' Base Power PPFAC2 

$0.030176 $0.129605 Varies $0.159781 
$0.030176 $0.039605 Varies $0.069781 

Original Sheet No.: 202-1 
Superseding: 

. - - -  
On-Peak 
Off-peak 

BUNDLED STANDARD OFFER SERVICE - SUMMARY OF CUSTOMER AND ENERGY CHARGES 

Customer Charge: $16.50 per month 

$0.0431 76 $0.129605 Varies $0.172781 
$0.043176 $0.039605 Varies $0.082781 

Over 7,500 kWh 
On-Peak 
Off-peak 

$0.076042 $0.1 29605 Varies $0.205647 
$0.076042 $0.039605 Varies $0.1 15647 

Winter 
(November - April) 

On-Peak 
Off-peak 

On-Peak 
Off-peak 

0 -400 kWh 

401 - 7,500 kWh 

Power Supply Charges2 
TotaP Delivery Services- 

Energy1 Base Power PPFAC2 

$0.030176 $0.129605 Varies $0.1 59781 
$0.030176 $0.031385 Varies $0.061561 

$0.043176 $0.129605 I Varies $0.1 72781 
$0.043 176 I $0.031385 I Varies $0.074561 

Over 7,500 kWh 
On-Peak 
Off-peak 

1. Delivery Services-Energy is a bundled charge that includes: Local Delivery, Generation Capacity and 
Transmission. 

$0.076042 $0.129605 I Varies I $0.205647 
$0.076042 I $0.031385 I Varies I $0.107427 

2. The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kWh adjustment in accordance with Rate Rider-I. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below 
the base cost per kWh sold. Please see Rider-1 for current rate. 
Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes monthly 
pursuant to Rider-I PPFAC. While only non-variable components are included in the illustration above, a 
Customer's actual bill in any given billing month will reflect the applicable PPFAC for that billing month 

3. 

Filed By: 
Title: Vice President 
District: Entire Electric Service Area 

. Kentton C. Grant Rate: SGS-10 TOU 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. 

Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 

Total 

SEUVICES 

$ 2.69 per month 
$ 5.24 per month 
$ 7.23 per month 
$ 1.34 per month 
$16.50 Der month 

Original Sheet No.: 202-2 
Superseding: 

TIME-OF-USE TIME PERIODS 
The Summer On-Peak period is 2:OO p.m. to 8:OO p.m., Monday through Friday (excluding Memorial Day, Independence Day, 
and Labor Day). 

The Winter On-Peak periods are 500 a.m. - 9:00 a.m. and 5:OO p.m. - 9:00 p.m., Monday through Friday (excluding 
Thanksgiving Day, Christmas Day, and New Year's Day). 

All other hours are Off-peak. If a holiday falls on Saturday, the preceding Friday is designated Off-peak; if a holiday falls on 
Sunday, the following Monday is designated Off-peak. 

DIRECT ACCESS 
A Customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. 
Those services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this Tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement 
of Charges which is available on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charcres computed under the above rate, including any adiustments, shall be added the applicable proportionate part of - _ .  
any taxes 0; govemmental impositions which are or may in the future be assessed on the basis of gross' revenues o f  the 
Company and/or the price or revenue from the electric energy or service sold and/or the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: SGS-10 TOU 
Effective: Pending 
Decision No.: 

http://www.uesaz.com


UNS Electric, Inc. 

Local Delivery 
0 - 400 kWh 
401 - 7,500 kWh 
Over 7,500 kWh 

Original Sheet No.: 202-3 
Superseding: 

Rate 
$0.013662 
$0.026662 
$0.059528 

Energy Charge Components (per kWh) (Unbundled): 
I I 1 

Generation Capacity 
Transmission 

$0.010400 
$0.0061 14 

Component 
Base Power Supply Summer (May - October) On-Peak 
Base Power Supply Summer (May - October) Off-peak 
Base Power Supply Winter (November - April) On-Peak 
Base Power Supply Winter (November - April) Off-peak 
PPFAC (see Rider -1 for current rate) 

Rate 
$0.129605 , 

$0.039605 
$0.129605 
$0.031385 

Vanes 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: SGSIO TOU 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. 

SERVICES 
Original Sheet No.: 203 
Superseding: 

Time-of-Use for Small General Service Schools (SGS-10 TOU-S) 

AVAILABILITY 
Available throughout the Company's entire electric service area where the facilities of the Company are of adequate capacity and 
are adjacent to the premises. 

APPLICABILITY 
To all private and public schools (K-12) unless otherwise addressed by specific Rates, when all energy is supplied at one point of 
delivery and through one metered service. 

Service under this Rate will commence when the appropriate meter has been installed. 

Only available to Customers with imputed demand less than 500 KW. 

Not applicable to resale, breakdown, temporary, standby, or auxiliary service. 

Customers must stay on this rate for a minimum period of one (1) year. 

CHARACTER OF SERVICE 
The service shall be single-phase or three-phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and subject 
to availability at point of delivery. 

- RATE 
A monthly bill at the following rate plus any adjustments incorporated herein: 

BUNDLED STANDARD OFFER SERVICE - SUMMARY OF CUSTOMER AND ENERGY CHARGES 

Customer Charge: $16.50 per month 

Enerav Charaes he r  kWhk 

TOW 
Power Supply Charges2 

PPFAC2 
Delivery Services-Energy' Summer 

(May - October) Base Power 
0 - 400 kWh 

On-Peak $0.030176 $0.1 37405 Varies $0.167581 
Off-peak $0.030176 $0.047405 Varies $0.077581 

401 - 7.500 kWh 
I On-Peak I $0.043176 I $0.137405 I Varies I $0.180581 I 
I Off-peak I $0.043176 I $0.047405 I Varies I $0.090581 I 

Over 7,500 kwh 
On-Peak $0.076042 $0.1 37405 Varies $0.213447 
Off-peak $0.076042 $0.047405 Varies $0.123447 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: SGSl  0 TOU S 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. 

Winter 
(November - April) 

On-Peak 
Off -Peak 

0 - 400 kwh 

Original Sheet No.: 203-1 
Superseding: 

Power Supply Charges2 
Total3 Delivery Services- 

Energy' Base Power PPFAC2 

$0.0301 76 $0.1 37405 Varies I $0.167581 
$0.030176 $0.039185 Varies I $0.069361 

I 401 - 7.500 kWh I I 
I On-Peak I $0.043 1 76 I $0.137405 I Varies I $0.180581 1 
I Off-peak I $0.0431 76 I $0.039185 I Varies I $0.082361 I 
I Over 7.500 kWh I I 
I On-Peak I $0.076042 I $0.137405 I Varies I $0.213447 I 
I Off-peak I $0.076042 I $0.039185 I Varies 1 $0.115227 I 

1. Delivery Services-Energy is a bundled charge that includes: Transmission, Sub-transmission, Local Delivery 
Energy and Production not included in Power Supply. 

2. The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kWh adjustment in accordance with Rate Rider-1. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below the 
base cost per kWh sold. Please see Rider-1 for current rate. 

3. Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes monthly 
pursuant to Rider-1 PPFAC. While only non-variable components are included in the illustration above, a 
Customer's actual bill in any given billing month will reflect the applicable PPFAC for that billing month. 

TIME-OF-USE PERIODS 
The Summer On-Peak period is 3:OO p.m. to 7:OO p.m., Monday through Friday (excluding Memorial Day, Independence Day, 
and Labor Day). 

The Winter On-Peak periods are 500 a.m. - 9:00 a.m. and 5:OO p.m. - 9:00 p.m., Monday through Friday (excluding 
Thanksgiving Day, Christmas Day, and New Year's Day). 

All other hours are Off-peak. If a holiday falls on Saturday, the preceding Friday is designated Off-peak; if a holiday falls on 
Sunday, the following Monday is designated Off-peak. 

DIRECT ACCESS 
A Customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. 
Those services may include Metering (Installation, Maintenance andor Equipment), Meter Reading, Billing and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this Tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement 
of Charges which is available on UNS Electric's website at www.uesaz.com. 

Filed By: Kentton C. Grant 
Title: Vice President . 
District: Entire Electric Service Area 

Rate: SGSlO TOU S 
Effective: Pending 
Decision No.: 

http://www.uesaz.com


UNS Electric, Inc. 

Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 

Total 

Original Sheet No.: 203-2 
Superseding: 

$ 2.69 per month 
$ 5.24 per month 
$ 7.23 per month 
$ 1.34 per month 
$16.50 per month 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

Local Delivery 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

Rate 

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS 

Customer Charge Components (Unbundled): 
I DescriDtion I Customer Charae 1 

Component 
Base Power Supply Summer (May - October) On-Peak 
Base Power Supply Summer (May - October) Off-peak 
Base Power Supply Winter (November - April) On-Peak 
Base Power Supply Winter (November - April) Of-Peak 
PPFAC (see Rider -1 for current rate) 

Rate 
$0.137405 
$0.047405 
$0.137405 
$0.039185 

Varies 

401 - 7,500 kwh I $0.026662 
Over 7,500 kWh $0.059528 

\Ann 
I Transmission I $OS 
I Generation Capacity I $0.01 c-,,, 
1 , 106114 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: SGSlO TOU S 
Effective: Pending 
Decision No.: 



Un jSeur eeEnergy 

Total3 
Power Supply Charges2 

Base Power PPFAC2 Delivery Services-Energy' 

SERICES 

UNS Electric, Inc. 

Original Sheet No.: 204 
Superseding: 

Large General Service (LGS) 

AVAILABILITY 
Available throughout the Company's entire electric service area where the facilities of the Company are of adequate capacity 
and are adjacent to the premises. 

APPLICABILITY 
To all general power and lighting service on an optional basis when all energy is supplied at one point of delivery and through 
one metered service. 

Not applicable to resale, breakdown, temporary, standby orauxiliary service. 

Customers must stay on this rate for a minimum period of one (1) year. 

CHARACTER OF SERVICE 
The service shall be single-phase or three-phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and 
subject to availability at point of delivery. 

Primary metering shall be required for new installations with service requirements in excess of 2,500 kW. 

- RATE 
A monthly bill at the following rate plus any adjustments incorporated herein: 

BUNDLED STANDARD OFFER SERVICE - SUMMARY OF CUSTOMER AND ENERGY CHARGES 

Customer Charge: $50.00 per month 

Demand Charge: $12.81 per kW 

I All kWh I $0.005470 1 $0.056603 I Varies I $0.062073 I 

1. Delivery Services-Energy is a bundled charge that includes: Local Delivery, Generation Capacity and 
Transmission. 

2. The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kwh adjustment in accordance with Rate Rider-I. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below 
the base cost per kwh sold. Please see Rider-1 for current rate. 

3. Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes 
monthly pursuant to Rider-I PPFAC. While only non-variable components are included in the illustration 
above, a Customer's actual bill in any given billing month will reflect the applicable PPFAC for that billing 
month. 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: RES-01 
Effective: Pending 
Decision No: 



UMS Electric, Inc. 

Original Sheet No.: 204-1 
Superseding: 

BILLING DEMAND 
The monthly billing demand shall be the greatest of the following: 

1. The maximum 15 minute measured demand in the billing month; 
2. 75% of the maximum demand used for billing purposes in the preceding 11 months; or 
3. The contract demand amount, not to be less than 20 kW. 

DIRECT ACCESS 
A Customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. 
Those services may include Metering (Installation, Maintenance andlor Equipment), Meter Reading, Billing and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this Tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement of 
Charges which is available on UNS Electric's website at wwW.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

ADDITIONAL NOTES 
Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the 
customer or pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed 
pursuant to any Direct Access fee schedule authorized. 

Filed By: 
Title: 
District: 

Kentton C. Grant 
Vice President 
Entire Electric Service Area 

Rate: RES-01 
Effective: Pending 
Decision No: 

http://wwW.uesaz.com


UNS Electric, Inc. 

Description Customer Charge 
Meter Services $ 7.28 per month 
Meter Reading $18.59 per month 
Billing & Collection $19.59 per month 
Customer Delivery $ 4.54 per month 

Total $50.00 per month 

SERVICES 

Component Rate 
Demand Delivery $7.64 
Generation Capacity $3.09 
Transmission $2.08 

Original Sheet No.: 204-2 
Superseding: 

Local Delivery 
Generation 
Transmission 

Rate 
$0.002909 
$0.002394 
$0.000167 

Energy Charge Components (per kwh) (Unbundled): 

Component 
Base Power Supply 

Rate 
$0.056603 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

PPFAC (see Rider-1 for current rate) Vanes 1 

Rate: R E M 1  
Effective: Pending 
Decision No: 



Original Sheet No.: 205 
Superseding: 

Summer 
(May - October) 

On-Peak 
Off-peak 

UNS Electric, Inc. 

~0ta13 
Power Supply Charges* 

Base Power PPFACZ 
Delivery Services-Energy1 

$0.005470 $0.1 14886 Varies $0.120356 
$0.005470 $0.039886 Varies $0.045356 

SERVICES 

1 .  

On-Peak 
Off-peak 

Large General Service Time of Use (LGS TOU) 
AVAILABILITY 
Available throughout the Company's entire electric service area where the facilities of the Company are of adequate capacity and 
are adjacent to the premises. 

$0.005470 $0.114886 Varies $0.120356 
$0.005470 $0.026168 Varies $0.031638 

APPLICABILITY 
To all general power and lighting service on an optional basis when all energy is supplied at one point of delivery and through 
one metered service. Not applicable to resale, breakdown, temporary, standby or auxiliary service. Customers must stay on this 
rate for a minimum period of one (1) year. 

CHARACTER OF SERVICE 
The service shall be single-phase or three-phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and subject 
to availability at point of delivery. 

Primary metering shall be required for new installations with service requirements in excess of 2,500 kW. 

I Total3 I Power Supply Charges2 
PPFAC2 I Delivery Services-Energy1 Winter I (November - April) I Base Power 

1. Delivery Services-Energy is a bundled charge that includes: Local Delivery, Generation Capacity and 
Transmission. 

2. The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kWh adjustment in accordance with Rate Rider-I. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below the 
base cost per kWh sold. Please see Rider-1 for current rate. 

3. Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes monthly 
pursuant to Rider-1 PPFAC. While only non-variable components are included in the illustration above, a 
Customer's actual bill in any given billing month will reflect the applicable PPFAC for that billing month. 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: RES01 
Effective: Pending 
Decision No: 



UNS Electric, Inc. 

SERVlB 
Original Sheet No.: 205-1 
Superseding: 

BILLING DEMAND 
The monthly billing demand shall be the greatest of the following: 

1. The ma$mum 15 minute measured demand in the billing month; 
2. 75% of the maximum demand used for billing purposes in the preceding 11 months; or 

. 3. The contract demand amount, not to be less than 20 kW. 

DIRECT ACCESS 
A Customer's Direct Access bill will include all unbundled components except those services provided by a qualified third patty. 
Those services may include Metering (Installation, Maintenance andlor Equipment), Meter Reading, Billing and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this Tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement of 
Charges which is available on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

ADDITIONAL NOTES 
Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the 
customer or pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed 
pursuant to any Direct Access fee schedule authorized. 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electnc Service Area 

Rate: R E M I  
Effective: Pending 
Decision No: 
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UNS Electric, Inc. 

Description 
Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 

Total 

Original Sheet No.: 205-2 
Superseding: 

Customer Charge 
$ 7.57 per month 
$19.33 per month 
$20.38 per month 
$ 4.72 permonth 
$52.00 per month 

Component Rate 
Demand Delivery $7.64 
Generation Capacity $3.09 
Transmission $2.08 

Local Delivery 
Generation 
Transmission 

I PPFAC (see Rider -1 for current rate) I Vanes I 

Rate 
$0.002909 
$0.002394 
$0.000167 

Filed By: Kentton C. Grant 
Title: vice President 
District: Entire Electric Service Area 

Component 
Base Power Supply Summer (May - October) On-Peak 
Base Power Supply Summer (May - October) Off-peak 
Base Power Supply Winter (November - April) On-Peak 
Base Power Supply Winter (November - April) Off-peak 

Rate: RES01 
Effective: Pending 
Decision No: 

Rate 
$0.114886 
$0.039886 
$0.114886 
$0.026168 



e , '  . ' 

Summer 
(Mav - October) 

UNS Electric, Inc. 

Power Supply Charges2 
Total3 PPFAC2 Delivery Services-Energy1 Base Power 

SERVlCB 

. *  

On-Peak 
Off-peak 

Original Sheet No.: 206 
Superseding: 

~ . .  . .  

$0.005470 $0.120586 Varies $0.126056 
$0.005470 $0.045586 Varies $0.051056 

Time of Use for Large General Service Schools (LGS-TOU-S) 

AVAILABILITY 
Available throughout the Company's entire electric service area where the facilities of the Company are of adequate capacity and 
are adjacent to the premises. 

On-Peak 
Off-peak 

APPLICABILITY 
To all private and public schools (K-12) unless otherwise addressed by specific Rate schedules, when all energy is supplied at 
one point of delivery and through one metered service. 

$0.005470 $0.120586 Varies $0.126056 
$0.005470 $0.031868 , Varies $0.037338 

Service under this Rate will commence when the appropriate meter has been installed. 

Not applicable to resale, breakdown, temporary, standby, or auxiliary service. 

Customers must stay on this rate for a minimum period of one (1) year. 

CHARACTER OF SERVICE 
The service shall be single-phase or three-phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and subject 
to availability at point of delivery. 

Primary metering shall be required for new installations with service requirements in excess of 2,500 kW. 

- RATE 
A monthly bill at the following rate plus any adjustments incorporated herein: 

BUNDLED STANDARD OFFER SERVICE - SUMMARY OF CUSTOMER AND ENERGY CHARGES 

Customer Charge: 

Demand Charge: 

$52.00 per month 

$12.81 per kW 

Total3 
Power Supply Charges2 

Base Power PPFAC2 
Delivery Services-Energy1 Winter 

(November - A~r i l l  

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: LGSTOU-S 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. UniSoureeEner g y 
SERVICE Original Sheet No.: 206-1 

Superseding: 

1. Delivery Services-Energy is a bundled charge that includes: Transmission, Sub-transmission, Local Delivery 
Energy and Production not included in Power Supply. 

2. The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kWh adjustment in accordance with Rate Rider-1. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below the 
base cost per kWh sold. Please see Rider-1 for current rate. 

3. Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes monthly 
pursuant to Rider-1 PPFAC. While only non-variable components are included in the illustration above, a 
Customer's actual bill in any given billing month will reflect the applicable PPFAC for that billing month 

BILLING DEMAND 
The monthly billing demand shall be the greatest of the following: 

1. The maximum 15 minute measured demand in the billing month; 
2. 75% of the maximum demand used for billing purposes in the preceding 11 months; or 
3. The contract demand amount, not to be less than 20 kW. 

TIME-OF-USE PERIODS 
The Summer On-Peak period is 3:OO p.m. to 7:OO pm., Monday through Friday (excluding Memorial Day, Independence Day, 
and Labor Day). 

The Winter On-Peak periods are 500 a.m. - 9:00 a.m. and 5:OO pm. - 9:00 pm., Monday through Friday (excluding 
Thanksgiving Day, Christmas Day, and New Year's Day). 

All other hours are Of-Peak. If a holiday falls on Saturday, the preceding Friday is designated Of-Peak; if a holiday falls on 
Sunday, the following Monday is designated Of-Peak. 

DIRECT ACCESS 
A Customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. 
Those services may indude Metering (Installation, Maintenance andlor Equipment), Meter Reading,- Billkg and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this Tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement of 
Charges which is available on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andor the volume of energy generated or 
purchased for sale andor sold hereunder. 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: LGS-IOU-S 
Effective: Pending 
Decision No.: 

http://www.uesaz.com


V I  

Description 
Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 

Total 

SERVICES 

Customer Charge 
$ 7.57 per month 
$19.33 per month 
$20.38 per month 
$ 4.72 per month 
$52.00 per month 

UNS Electric, Inc. 

Demand Delivery 
Generation Capacity 
Transmission 

Original Sheet No.: 206-2 
Superseding: 

$7.64 
$3.09 
$2.08 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

Local Delivery 
Generation 
Transmission 

Rate 
$0.002909 
$0.002394 
$0.0001 67 

Component 
Base Power Supply Summer (May - October) On-Peak 
Base Power Supply Summer (May - October) Of-Peak 
Base Power Supply Winter (November - April) On-Peak 
Base Power Supply Winter (November - April) Off-peak 
PPFAC (see Rider -1 for current rate) 

Rate 
$0.120586 
$0.045586 
$0.120586 
$0.031868 

Varies 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: LGS-TOU-S 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. 

SERVICES 
Original Sheet No.: 301 
Superseding: 

Large Power Service (LPS) 

AVAILABILITY 
Available throughout the Company's entire electric service area where the facilities of the Company are of adequate capacity and 
are adjacent to the premises. 

APPLICABILITY 
To all general power and lighting service on an optional basis when all energy is supplied at one point of delivery and through 
one metered service. 

Not applicable to resale, breakdown, temporary, standby or auxiliary service. 

CHARACTER OF SERVICE 
The service shall be three-phase, 60 Hertz, and at the Company's standard transmission or distribution voltages that are 
available within the vicinity of the Customer's premises. 

Primary metering shall be required for new installations with service requirements in excess of 2,500 kW. 

- RATE 
A monthly bill at the following rate plus any adjustments incorporated herein: 

BUNDLED STANDARD OFFER SERVICE - SUMMARY OF CUSTOMER AND ENERGY CHARGES 

Customer Charge: $1,200.00 per month 

Demand Charges: 
Demand Charge (e69 kV Service) 
Demand Charge (269 kV Service) 

$22.00 per kW per month 
$17.00 per kW per month 

Energy Charge (per kWh): 
Power Supply Charges2 

Total3 Delivery Services- 
Energy1 Base Power PPFAC2 

All kWh $0.000462 $0.041880 I Varies $0.042342 

Delivery Services-Energy is a bundled charge that includes: Local Delivery, Generation Capacity and 
Transmission. 
The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kWh adjustment in accordance with Rate Rider-I. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below the 
base cost per kWh sold. Please see Rider-I for current rate. 
Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes 
monthly pursuant to Rider-I PPFAC. While only non-variable components are included in the 
illustration above, a Customer's actual bill in any given billing month will reflect the applicable PPFAC 
for that billing month. 

Filed By: Kentton C. Grant 
Title: Vice President 
District Entire Electric Service Area 

Rate: RES01 
Effective: Pending 
Decision No: 



UNS Electric, Inc. 

Original Sheet No.: 301-1 
Superseding: 

A credit of three percent (3%) will be applied to the demand charge if the Customer receives Distribution Service at primary 
voltage. 

In the event a Customer achieves permanent, verifiable demand reduction through involvement in UNS Electric's Demand-Side 
Management (DSM) programs, such reductions will be applicable to adjusted demands billed during the eleven (11) month 
period prior to the installation of the DSM measures. 

BILLING DEMAND 
The monthly billing demand shall be the higher of: 

1. the highest measured fifteen-minute integrated reading of the demand meter during the on-peak hours of the 
billing period: 

2. the highest demand metered during the preceding eleven (1 1) months: or 
3. the contract capacity or 500 kW, whichever is higher. 

POWER FACTOR ADJUSTMENT 
(Maximum Demand I (.05 + PF)) - Maximum Demand) x Demand Charge Where Maximum Demand is the highest measured 
fifteen (15) minute demand in kilowatts during the billing period. 

POWER FACTOR 
1. The Company may require the Customer by written notice to either maintain a specified minimum lagging power 

factor or the Company may after thirty (30) days install power factor corrective equipment and bill the Customer 
for the total costs of this equipment and installation. 

2. In the case of apparatus and devices having low power factor, now in service, which may hereafter be replaced, 
and all similar equipment hereafter installed or replaced, served under general commercial schedules, the 
Company may require the Customer to provide, at the Customer's own expense, power factor corrective 
equipment to increase the power factor of any such devices to not less than ninety (90) percent. 

3. If the Customer installs and owns the capacitors needed to supply his reactive power requirements, then the 
Customer must equip them with suitable disconnecting switches, so installed that the capacitors will be 
disconnected from the Company's lines whenever the Customer's load is disconnected from the Company's 
facilities. 

4. Gaseous tube installations totaling more than one thousand (1,000) volt-amperes must be equipped with 
capacitors of sufficient rating to maintain a minimum of ninety percent (90%) lagging power factor. 

5. Company installation and removal of metering equipment to measure power factor will be at the discretion of the 
Company. 

DIRECT ACCESS 
A Customer's Direct Access bill will indude all unbundled components except those services provided by a quaiied third party. 
Those services may include Metering (Installation, Maintenance andlor Equipment), Meter Reading, Billing and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this Tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement of 
Charges which is available on UNS Electric's website at www.uesaz.com. 

Filed By: 
Title: 
District: 

Kentton C. Grant 
vice President 
Entire Electric Service Area 

Rate: RES-01 
Effective: Pending 
Decision No: 

http://www.uesaz.com


SERVICES 

UNS Electric, Inc. 

Original Sheet No.: 301-2 
Superseding: 

TAX CLAUSE 
To the charaes computed under the above rate, including any adjustments, shall be added the applicable proportionate part of _ . .  
any taxes 0; governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

ADDITIONAL NOTES 
Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the 
Customer or pursuant to the Customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed 
pursuant to any Direct Access fee schedule authorized. 

OTHER PROVISIONS 
Service hereunder shall remain in full force and in effect until terminated by the Customer unless otherwise provided for in the 
Service Agreement. Termination of service requires twelve (12) months advance notice in writing to the Company. 

Service hereunder may require the Customer to enter into a Service Agreement with the Company for a term of two (2) years or 
longer, with a minimum contract demand capacity at the Company's option in view of the anticipated demand of the Customer. 

Filed By: Kentton C. Grant 
Title: vice President 
District Entire Electric Service Area 

Rate: RES-01 
Eff d ive :  Pending 
Decision No: 



UNS 'Electric,. Inc. 

Component Ftate 
Delivery Services- All kW 

L d  Delivery $ 17.50 
Generation ' $  2.07 
Transmission $ 2.43 

Original Sheet No.: 301-3 
superseding: 

Component 
Deiverv Services- All kW 

BUNDLED STANDARD OFFER SERVlCE 'CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS 

Rate 

LOCXI D e t i i  
Generationcapacity 
Transm'mion . 

$ 12.73 
$ 2.07 
$ 2.20 

Local Delivery 
Generation 
Transmission 

Rate 
$0.000343 

$O.ooOo1: 
$0.0001 or I 

I 

J 
n I 

, Component Rate 
Base Power Supply $0.041880 
PPFAC (see Rider-I for current rate) Varies 

Filed By Kentton C. Grant 
Tie: V i  President 
D i i  EntireflectricServiceArea 

Rate RES01 
Effective. Pending 
Decision No: 



SERVICES 

UNS Electric, Inc. 

Original Sheet No.: 302 
Superseding: 

Large Power Service Time-of-Use (LPS-TOU) 

AVAILABILITY 
Available throughout the Company's entire electric service area where the facilities of the Company are of adequate capacity and 
are adjacent to the premises. 

APPLICABILITY 
To all general power and lighting service on an optional basis when all energy is supplied at one point of delivery and through 
one metered service. 

Not applicable to resale, breakdown, temporary, standby or auxiliary service. 

CHARACTER OF SERVICE 
The service shall be three-phase, 60 Hertz, and at the Company's standard transmission or distribution voltages that are 
available within the vicinity of the Customer's premises. 

Primary metering shall be required for new installations with service requirements in excess of 2,500 kW. 

A monthly bill at the following rate plus any adjustments incorporated herein: 

BUNDLED STANDARD OFFER SERVICE - SUMMARY OF CUSTOMER AND ENERGY CHARGES 

Customer Charge: 

Demand Charges: 
Demand Charge ( ~ 6 9  kV Service) 
Demand Charge (169 kV Service) 

$1,200.00 per month 

$22.00 per kW per month 
$17.00 per kW per month 

Energy Charges (per kWh): 1 I Total3 I Power Supply Charges2 
PPFAC2 

1 Delivery Services-Energ y1 
Summer I (May - October) I BasePower 

I On-Peak I $0.000462 I $0.123580 I Varies 1 $0.124042 I 

I Total3 
Power Supply Charges2 I Base Power PPFAC2 

I (Nave:::: Aoril) I Delivery Services-Energ y1 

I Off-peak I $0.000462 I $0.022105 I Varies I $0.022567 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: LPS-TOU 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. 

SERVICES 
Original Sheet No.: 302-1 
Superseding: 

1. Delivery Services-Energy is a bundled charge that includes: Local Delivery, Generation Capacity and 
Transmission. 

2. The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kWh adjustment in accordance with Rate Rider-1. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below the 
base cost per kWh sold. Please see Rider-I for current rate. 

3. Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes monthly 
pursuant to Rider-I PPFAC. While only non-variable components are included in the illustration above, a 
Customer's actual bill in any given billing month will reflect the applicable PPFAC for that billing month. 

A credit of three percent (3%) will be applied to the demand charge if the Customer receives Distribution Service at primary 
voltage. 

In the event a Customer achieves permanent, verifiable demand reduction through involvement in UNS Electric's Demand-Side 
Management (DSM) programs, such reductions will be applicable to adjusted demands billed during the eleven (1 1) month 
period prior to the installation of the DSM measures. 

BILLING DEMAND 
The monthly billing demand shall be the higher of: 

1. the highest measured fifteen-minute integrated reading of the demand meter during the on-peak hours of the 
billing period; 

2. one-half the highest measured fifteen minute integrated reading of the demand meter during the off-peak hours; 
3. the higher of (1) or (2) above during the preceding eleven (1 1) months; or 
4. the contract capacity or 500 kW, whichever is higher. 

TIME-OF-USE TIME PERIODS 
The Summer On-Peak period is 2:OO p.m. to 8:OO p.m., Monday through Friday (excluding Memorial Day, Independence Day, 
and Labor Day). 

The Winter On-Peak periods' are 6:OO a.m. - 12:OO p.m., Monday through Friday (excluding Thanksgiving Day, Christmas Day, 
and New Year's Day). 

All other hours are Off-peak. If a holiday falls on Saturday, the preceding Friday is designated Off-peak; if a holiday falls on 
Sunday, the following Monday is designated Off-peak. 

POWER FACTOR ADJUSTMENT 
[Maximum Demand /LO5 t PF)) - Maximum Demand) x Demand Charge Where Maximum Demand is the highest measured 
ifteen (15) minute demand in kilowatts during the billing period. 

POWER FACTOR 
1. The Company may require the Customer by written notice to either maintain a specified minimum lagging power 

factor or the Company may after thirty (30) days install power factor corrective equipment and bill the Customer 
for the total costs of this equipment and installation. 

Filed By: Kentton C. Grant 
Title: 
District: Entire Electric Service Area 

Vice President of Finance and Rates 
Rate: LPS-TOU 
Effective: Pending 
Decision No.: 
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UNS Electric, Inc. 

Original Sheet No.: 302-2 
Superseding: 

2. In the case of apparatus and devices having low power factor, now in service, which may hereafter be replaced, 
and all similar equipment hereafter installed or replaced, served under general commercial schedules, the 
Company may require the Customer to provide, at the Customer's own expense, power factor corrective 
equipment to increase the power factor of any such devices to not less than ninety (90) percent. 
If the Customer installs and owns the capacitors needed to supply his reactive power requirements, then the 
Customer must equip them with suitable disconnecting switches, so installed that the capacitors will be 
disconnected from the Company's lines whenever the Customer's load is disconnected from the Company's 
facilities. 
Gaseous tube installations totaling more than one thousand (1,000) volt-amperes must be equipped with 
capacitors of sufficient rating to maintain a minimum of ninety percent (90%) lagging power factor. 
Company installation and removal of metering equipment to measure power factor will be at the discretion of the 
Company. 

3. 

4. 

5. 

DIRECT ACCESS 
A Customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. 
Those services may include Metering (Installation, Maintenance andlor Equipment), Meter Reading, Billing and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this Tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement of 
Charges which is available on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company and/or the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale and/or sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

ADDITIONAL NOTES 
Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the 
Customer or pursuant to the Customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed 
pursuant to any Direct Access fee schedule authorized. 

OTHER PROVISIONS 
Service hereunder shall remain in full force and in effect until terminated by the Customer unless otherwise provided for in the 
Service Agreement. Termination of service requires twelve (1 2) months advance notice in writing to the Company. 

Service hereunder may require the Customer to enter into a Service Agreement with the Company for a term of two (2) years or 
longer, with a minimum contract demand capacity at the Company's option in view of the anticipated demand of the Customer. 

Filed By: Kentton C. Grant 
Title: 
District: Entire Electric Service Area 

Vice President of Finance and Rates 
Rate: LPS-TOU 
Effective: Pending 
Decision No.: 
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Description 
Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 

Total 

UNS Electric, Inc. 

Customer Charge 
$ 184.69 per month 
$ 364.17 per month 
$ 498.49 per month 
$ 152.65 per month 
$1,200.00 per month 

SERVI CEs 

Component 
Delivery Services- All kW 

Local Delivery 
Generation Capacity 
Transmission 

Original Sheet No.: 302-3 
Superseding: 

Rate 

$ 12.73 
. $ 2.07 

$ 2.20 

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS 

Summer 
(May - October) 
Local Delivery 
Generation 

On-Peak Off-peak 

$0.000343 $0.000343 
$0.000100 $0.000100 

Energy Charge Components (per kWh) (Unbundled): 

Summer 
(May - October) 
Base Power Component 
PPFAC 

On-Peak Off-peak 

$0.123580 $0.024716 
In accordance with Rider 1 - PPFAC 

Winter 
(November -April) 
Local Delivery Energy 
Generation 
Transmission 

On-Peak Off-peak 

$0.000343 $0.000343 
$0.0001 00 $0.000100 
$0.00001 9 $0.00001 9 

Winter 
(November - April) 
Base Power Comwnent 

Power Supply Charge (per kWh): 

On-Peak Off-peak 

$0.093880 $0.0221 05 
I PPFAC I In accordance with Rider 1 - PPFAC 

Filed By: 
Title: 
District: 

Kentton C. Grant 
Vice President of Finance and Rates 
Entire Electric Service Area 

Rate: LPS-TOU 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. 

Original Sheet No.: 501 
Superseding: 

Lighting Service (LTG) 

AVAILABILITY 
At any point where the Company in its judgment has facilities of adequate capacity and suitable voltage available. 

APPLICABILITY 
Applicable to any Customer for private and public street lighting or outdoor area lighting where this service can be supplied from 
existing fadties of the Company. The Company will install, own, operate, and maintain the complete lighting installation 
including lamp and globe replacements. Not applicable to resale service. 

To any Customer, including public agencies, for the lighting of streets, alleys, thoroughfares, public parks, playgrhnds, or other 
public or private pmpeity where such lighting is controlled by a photocell and a contract for service is entered into with the 
Company. 

CHARACTER OF SERVICE 
Service is supplied on Companyswned fixtures and poles w h i i  are maintained by the Company. The poles, fixtures, and lamps 
available are the standard items stocked by the Company, and service is rendered at standard available voltages. Multiple or 
series street lighting system at option of Company and at one standard nominal voltage. 

- RATE 
A monthly bill at the following rate plus any adjustments incorporated herein: 

BUNDLED STANDARD OFFER SERVICE- SUMMARY OF CUSTOMER AND ENERGY CHARGES: 

The monthly bill shall be the sum of the following charges and adjustments for each light 

Service Charae ( ~ e r  month): Overhead Service Undemround Service 

Existing Wood Pole $2.18 $2.18 

New 30' Wood Pole (Class 6) $4.34 $6.52 

New 30' Metal or Fiberglass $8.66 $10.81 

Liahtina Charae: 
Based on the rated wattage value of each lamp installed per month: $0.051681 per watt 

Base Power Suwlv Chame: based on the rated wattage value of each lamp installed per month: $0.0101 13 per kwh 

The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel Adjjstment Clause 
(PPFAC), a per kwh adjustment in accordance with Rider-1. The PPFAC reflects increases or decreases m the cost to the 
Company for energy either generated or purchased above or below the base cost per k w h  sold. The PPFAC rate changes 
annually every June 1. Please see Rate Rider-1 for current rate. 

Filed By Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Ratc LTG 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. 

Original Sheet No.: 501-1 
Superseding: 

CONTRACT PERIOD 
All lighting installations will require a contract for service as follows: 

Three (3) years initial term for installations on existing facilities. 

TERMS AND CONDITIONS 
1. For each light, overhead extensions beyond one hundred fifty (150) feet and underground extensions beyond 

one hundred (100) feet will require specific agreements providing adequate revenue or arrangements for 
construction financing. 

2. The Customer is not authorized to make connections to the lighting circuit or make attachments or alterations to 
the Company-owned pole. 

3. Should a Customer request a relocation of a dusk-to-dawn lighting installation, the costs of such relocation must 
be borne by the Customer. 

4. The Customer is expected to not i i  the Company when lamp outages occur. 
5. The Company will use diligence in maintaining service; however, monthly bills will not be reduced because of 

lamp outages. 
6. The Company will require a non-refundable contribution for the installation of new construction for facilities of 

$150.00. 
7. A late payment charge as stated in the general rules and regulations will be applied to account balances carried 

forward from prior billings. 

DIRECT ACCESS 
A customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. 
Those services may include Metering (Installation, Maintenance andlor Equipment), Meter Reading, Billing and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this Tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement of 
Charges which is available on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold and/or the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

Filed By: Kentton C. Grant 
Title: Vice President 
District: . Entire Electric Service Area 

Rate: LTG 
Effective: Pending 
Decision No.: 
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UNS Electric, Inc. 

Original Sheet No.: 501-2 
Superseding: 

ADDITIONAL NOTES 
Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the 
customer or pukuant to the customer's-contract, if applicable. Additional or alternate Direct Access charges may be assessed 
pursuant to any Direct Access fee schedule authorized. 

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS: 

New 30' Wood Pole (Class 6) - Overhead 
Billing and Collections $1.57 per unit 
Customer Delivery $2.77 per unit 

New 30' Metal or Fiberglass - Overhead 
Billing and Collections 
Customer Delivery 

Existing Wood Pole - Underground 
Billing and Collections 
Customer Delivery 

$1.57 per unit 
$7.09 per unit 

$1.57 per unit 
$0.61 per unit 

New 30' Wood Pole Class 6 - Underground 
Billing and Collections $1.57 per unit 
Customer Delivery $4.95 per unit 

New 30' Metal or Fiberglass - Underground 
Billing and Collections $1.57 per unit 
Customer Delivery $9.24 per unit 

Lighting Charge 
Local Delivery 
Genergation Capacity 
Transmission 

$0.045641 per watt 
$0.003140 per watt 
$0.002900 per watt 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: LTG 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. 

I Not applicable to resale, breakdown, temporary, standby or auxiliary service. 

SERVICES 

I 

Original Sheet No.: 601 
Superseding: 

interruptible Power Service (IPS) 
AVAILABILITY 
Available throughout the Company's entire electric service area where the facilities of the Company are of adequate capacity and 
are adjacent to the premises. 

Any new Customers taking service under this Rate must furnish, install, own, and maintain at each point of delivery all necessary 
Company approved equipment which will enable the Company to interrupt service with its master control station. 

TRANSITION PERIOD 
Customers taking service under this Rate prior to XXXXXX XX, 201X will be given twenty-four (24) months from XXXM XX, 
2013 (the date oithe Rate Order) to furnish; install, o h ,  and maintain at each point of delivery all necessary Company approved 
equipment which will enable the Company to interrupt service with its master control station. After XXMX XX, 2013, if the 
Customer has not installed this equipment, they will be placed on the otherwise applicable firm Rate. 

APPLICABILITY 
This service is normally provided at one point of delivery measured through one meter. More than one service and meter may be 
provided in instances where such is permitted under 230.2 (A) through (D) of the National Electric Code with prior approval of the 
UNS Electric Engineering Department. 

To any Customer with a minimum demand of 50 kW and is interruptible within fifteen (15) minutes of notice by the Company. 
The Customer must be able to interrupt service for up to eight (8) hours per day. 

CHARACTER OF SERVICE 
Service shall be three phase, 60 hertz, at the Company's standard voltages that are available within the vicinity of the Customer's 
premises. 

- RATE 
A monthly bill at the following rate plus any adjustments incorporated herein: 

BUNDLED STANDARD OFFER SERVICE - SUMMARY OF CUSTOMER AND ENERGY CHARGES: 

Customer Charge: $18.00 per month 

Demand Charge: $5.00 per kW 

Energy Charge (per kWh): 

I Total3 
Power Supply Charges2 

PPFAC2 Delivery Services-Energ y' Base Power 
1 All kWh I $0.01 9408 1 $0.043760 I Varies I $0.063168 I 

Filed By: Kentton C. Grant 
Title: vice President 
District: Entire Electric Service Area 

Rate: IPS 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. 

Original Sheet No.: 601-1 
Superseding: 

1. Delivery Services-Energy is a bundled charge that includes: Local Delivery, Generation Capacity and 
Transmission. 

2. The Power Supply Charge shall be comprised of the Base Power Charge and the Purchased Power and Fuel 
Adjustment Clause (PPFAC), a per kWh adjustment in accordance with Rate Rider-I. The PPFAC reflects 
increases or decreases in the cost to the Company for energy either generated or purchased above or below the 
base cost per kWh sold. Please see Rider-I for current rate. 

3. Total is calculated above for illustrative purposes, and excludes PPFAC, because the PPFAC changes monthly 
pursuant to Rider-I PPFAC. While only non-variable components are included in the illustration above, a 
Customer's actual bill in any given billing month will reflect the applicable PPFAC for that billing month. 

PENALTY FOR FAILURE TO INTERRUPT: 
In the event that the Customer fails to interrupt its load when requested to do so by the Company, the Customer shall pay an 
additional charge as follows: 

Billing Demand Charge per kW @ $25.00 
Unbundled $kWh Charge is entirely a Delivery Charge 

For a second failure to interrupt in any twelve (12) month period, the Customer will revert to the otherwise applicable firm Rate for 
a period of at least twelve (12) months. 

DETERMINATION OF BILLING DEMAND 
The monthly billing demand shall be the highest measured fifteen (15) minute integrated reading of the demand meter during the 
billing month. If demand is not metered, the billing demand shall be based on nameplate ratings of connected motors and 
equipment, or by a test as approved by the Company. 

TERMS AND CONDITIONS 
A late payment charge as stated in the Company's Rules and Regulations will be applied to account balances carried forward 
from prior billings. 

The Company reserves the right to interrupt service to the Customer at any time. 

Customers who qualify for service under this Rate must remain on the Rate for a twelve (12) month period, unless, in the 
judgment of the Company, conditions require a different strategy or approach. Service hereunder shall require the Customer to 
enter into a Service Agreement with the Company for a term of one (1) year or longer, with a minimum Contract Demand at the 
Company's option in view of the anticipated demand of the Customer. 

The Company will endeavor to provide the Customer with as much advance notice as possible of the required interruptions. 
However, the Customer shall interrupt service within ten ( IO)  minutes. 

The Company reserves the right to have automatic equipment installed for immediate interruption of the Customer's load. 
Should the Company's automatic equipment fail to interrupt the load, no penalty will be assessed. 

The Company shall not be responsible for any loss or damage caused by or resulting from interruption of service under this Rate. 

Standby, supplemental or breakdown service shall not be rendered under this Rate. 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: IPS 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. 

Description 
Meter Services 
Meter Reading 
Billing & Collection 
Customer Delivery 

Total 

SERVICE 

Customer Charge 
$ 2.62 per month 
$ 6.69 per month 
$ 7.05 per month 
$ 1.64 per month 
$18.00 per month 

Original Sheet No.: 601-2 
Superseding: 

Local Delivery 
Generation Capacity 
Transmission 

Service under this Rate is for the exclusive use of the Customer and shall not be resold or shared'with others, unless authorized 
by the Company. 

Rate 

$2.95 
$0.53 
$1.52 

DIRECT ACCESS 
A Customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. 
Those services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, 
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from 
the Company, the rates for Unbundled Components set forth in this Tariff will be applied to the Customer's bill. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission see the UNS Electric Statement 
of Charges which is available on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Commission shall apply where not inconsistent with this 
Rate. 

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS: 

Filed By: Kentton C. Grapt 
Title: Vice President 
District: Entire Electric SeMce Area 

Rate: IPS 
Effective: Pending 
Decision No.: 
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UNS Electric, Inc. 
Original Sheet No.: 601-3 
Superseding: 

Energy Charge Components (per kWh) (Unbundled): 
Rate 

Local Delivery $0.015400 
Generation $0.003841 
Transmission $0.000167 

Power Supply Charges (per kwh): 
I I I 

Component Rate 
Base Power Supply $0.043760 
PPFAC (see Rider-I for current rate) Varies 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: IPS 
Effective: Pending 
Decision No.: 
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UNS Electric, Inc. 

Original Sheet No.: 701 
Superseding: 

Rider R-1 
Purchased Power Fuel Adjustor Clause (PPFAC) 

APPLICABILITY 
The Purchased Power and Fuel Adjustment Clause (PPFAC) will be applied to all customers taking Standard Offer service from 
the Company pursuant to the Arizona Corporation Commission (ACC) Decision No 70360 dated May 27, 2008 and as updated 
and defined in the Company's PPFAC Plan of Administration approved in ACC Decision No. XxxXX. 

- RATE 
The Customer monthly bill shall consist of the applicable Rate charges and adjustments in addition to the PPFAC. The PPFAC 
adjustor rate, as shown on page two (2) of this Rider, is an amount expressed as a rate per kWh charge to reflect the cost to the 
Company for energy either generated or purchased. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the ACC see the UNS Electric Statement of Charges which is available 
on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the priie or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
This standard Rules and Regulations of the Company as on file with the ACC shall apply where not inconsistent with this Rider. 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 
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UNS Electric, Inc. 
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TABLE TO BE POPULATED WITH I d  PPFAC MONTHLY DATA 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: R-1 
Effective: Pending 
Decision No.: 



UniSou~c~ 
SERVICES 

UNS Electric, Inc. 

Original Sheet No.: 702 
Superseding: 

Rider R-2 
Demand Side Management Surcharge (DSMS) 

APPLICABILITY 
The Demand Side Management Surcharge (DSMS) applies to all customers, except customers who take service under the 
Customer Assistance Residential Energy Support (C.A.R.E.S) pricing plan or Low Income Medical Life Support Program 
(C.A.R.E.S.-M) pricing plan in all territory served by UNS Electric, Inc. as mandated by the Arizona Corporation Commission, 
unless otherwise specified. C.A.R.E.S. and C.A.R.E.S.-M customers are exempt from any DSM surcharge. 

RATES 
The DSMS shall be applied to all monthly net bills except for C.A.R.E.S. customers. The DSMS will be assessed on a per kWh 
basis. The Rates are shown in the UNS Electric Statement of Charges. 

REQUIREMENTS 
The 2013 UNS Electric DSMS is effective January 1,2014 and will remain in effect until further ordered by the ACC. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the ACC see the UNS Electric Statement of Charges which is available 
on UNS Electric’s website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company, andfor the price of, or revenue from, gas sales or service sold andlor the volume of gas sales generated or purchased 
for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file from time to time with the ACC shall apply where not inconsistent 
with this Rate. 

Filed By: Kentton C. Grant Rate: R-2 
Title: Vice President Effective: Pending 
District: Entire Electric Service Area Decision No.: 

http://www.uesaz.com


UniSourceEnerg y 
SEUVICIB 

, 

UNS Electric, Inc. 

Original Sheet No.: 703 
Superseding: 

Rider-3 
Market Cost of Comparable Conventional Generation (MCCCG) 

Calculation as Applicable to Rider-4 NM-PRS 

AVAILABILITY 
The Market Cost of Comparable Conventional Generation (MCCCG) calculation, Rider-3, is restricted solely to Rider4 Net 
Metering for Certain Partial Requirements Service (NM-PRS). If for a billing month a Rider4 NM-PRS Customer's generation 
facility's energy production exceeds the energy supplied by the Company, the Customer's bill for the next billing period shall be 
credited for the excess generation as described in Rider4 NM-PRS. The excess kwh during the billing period shall be used to 
reduce the kWh supplied (not kW or kVA demand or customerlfacilities charges) and billed by the Company during the following 
billing period. Each calendar year, for the customer bills produced in October (September usage) or a customer's "Final" bill -the 
Company shall credit the Customer for the positive balance of excess kwhs (if any) after netting against billing period usage. 
The payment for the purchase of the excess kWhs will be at the Company's applicable avoided cost, which for purposes of 
Rider4 NM-PRS shall be the simple average of the hourly MCCCG as described below for the applicable year. 

The Arizona Corporation Commission (ACC) provided guidance on defining MCCCG in the context of its REST Rules and 
identified the MCCCG as 'the Affected Utility's energy and capacity cost of producing or procuring the incremental electricity that 
would be avoided by the resources used to meet the Annual Renewable Energy Requirement, taking into account hourly, 
seasonal and long term supply and demand circumstances. Avoided costs include any avoided transmission and distribution 
costs and any avoided environmental compliance costs." R14-2-1801.11. 

CALCULATI ONlMETHODOLOGY 
For purposes of calculating credits to the Customer for Excess Generation, the unit price paid (Credit for Excess Generation) 
shall be the simple average of the MCCCG over the 8,760 hours (8,784 in a leap year) hours in the forecasted year. The 
MCCCG in each hour is based on whether native load requirements will be met by internally owned or contracted generation 
resources or if market purchases will be required to meet native load requirements. The following table provides a description of 
the MCCCG methodology. The hourly MCCCG cost determination criteria is based on the Market Condition and Dispatch Type. 
This method of cost determination is very data intensive and will be calculated annually by running UNS Electric's "Planning and 
Risk" modeling software, and the rate will be filed with the Commission by April 1 of each year. 

- RATE 
The Customer monthly bill shall consist of the applicable Rate charges and adjustments in addition to the Credit for Excess 
Generation based on the MCCCG. The MCCCG rate is an amount expressed as a rate per kWh charge that is approved by the 
ACC on or before June 1 of each year and effective with the first billing cycle in June, as shown in the UNS Electric Statement of 
Charges . 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the ACC see the UNS Electric Statement of Charges which is available 
on UNS Electric's website at www.uesaz.com. 

Filed By: Kentton C. Grant 
Title: vice President 
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UNS Electric, Inc. 

Original Sheet No.: 703-1 
Superseding: 

MCCCG Cost Determination Matrix 

MCCCG Cost Based on Incremental ProductionlPurchase Cost of Base Load Generation for 
that hour 

MCCCG Cost Based on Average Day Ahead Market Price of Purchased Power for that hour 

Incremental Production l Purchase of Base Load - The cost of the next kWh (incremental) amount of load that has to be provided 
by UNS Electric generation sources andlor purchased power. This will be dependent on the season, month and time of day. 

If Day Ahead Market or Spot Market purchases are being used to provide for reliability support capacity to meet native load 
requirements by freeing up in house or contracted generation resources for regulation or spinning reserve purposes for support 
of native load requirements, that would still represent a Market Purchase for purposes of determining which matrix box is 
applicable. 

Filed By: Kentton C. Grant 
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UNS Electric, Inc. 

Original Sheet No.: 704 
Superseding: 

Rider-4 
Net Metering for Certain 

Partial Requirements Service (NM-PRS) 
AVAILABILITY 
Available throughout the Company's entire electric service area to any Customer with a facility for the production of electricity on 
its premises using Renewable Resources', a Fuel Cell or Combined Heat and Power (CHP)" to generate electricity, which is 
operated by or on behalf of the Customer, is intended to provide all or part of the Customer's electricity requirements, has a 
generating capacity less than or equal to 125% of the Customer's total connected load at the metered premise, or in the absence 
of load data, has capacity less than the Customer's electric service drop capacity, and is interconnected with and can operate in 
parallel and in phase with the Company's existing distribution system. Customer shall comply with all applicable federal, state, 
and local laws, regulations, ordinances and codes governing the production and/or sale of electricity. 

For purposes of this Rate, the following notes andlor definitions apply: 

Renewable Resources means natural resources that can be replenished by natural process. Renewable Resources 
include biogas, biomass, geothermal, hydroelectric, solar, or wind. 

Fuel Cell means a device that converts the chemical energy of a fuel directly into electricity without intermediate 
combustion or thermal cycles. The source of the chemical reaction must be derived from Renewable Resources. 

Combined Heat and Power (CHP) also known as cogeneration means a system that generates electricity and useful 
thermal energy in a single integrated system such that the useful power output of the facility plus one-half the useful 
thermal energy output during any 12-month period must be no less than 42.5 percent of the total energy input of fuel to 
the facility. 

CHARACTER OF SERVICE 
The service shall be single- or three-phase, 60 Hertz, at one standard nominal voltage as mutually agreed and subject to 
availability at the point of delivery. Primary metering will be used by mutual agreement between the Company and the Customer. 

- RATE 
Customer Charges shall be billed pursuant to the Customer's standard offer Rate otherwise applicable under full requirements of 
service. 

Power sales and special services supplied by the Company to the Customer in order to meet the Customer's supplemental or 
interruptible electric requirements will be priced pursuant to the Customer's standard offer Rate otherwise applicable under full 
requirements service. 

Non-Time-of-Use Rates: For Customers taking service under a Standard Retail Rate that is not a time-of-use rate, the 
Customer Supplied kWh shall be credited against the Company Supplied kwh. The Customer's monthly bill shall be based 
on this net kwh amount. Any monthly Excess Generation will be treated in accordance with the provisions outlined below. 

Time-of-Use Rates: For Customers taking service under a Standard Retail Rate that is a time-of-use rate, the Customer 
Supplied kWh during on-peak hours shall be credited against the Company Supplied kwh during on-peak hours. All 
Customer Supplied kwh during off-peak hours shall be credited against the Company Supplied kwh during off-peak hours. 
The Customer's monthly bill shall be based on this net kwh amount. Any monthly Excess Generation will be treated in 
accordance with the provisions outlined below. 

Filed By: Kentton C. Grant 
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UNS Electric, Inc. 
Original Sheet No.: 704-1 
Superseding: 

EXCESS GENERATION 
If for a billing month the Customer's generation facility's energy production exceeds the energy supplied by the Company, the 
Customer's bill for the next billing period shall be credited for the excess generation. That is, the excess kWh during the billing 
period shall be used to reduce the kwh supplied (not kW or kVA demand or customerlfacilities charges) and billed by the 
Company during the following billing period. Customers taking service under a time-of-use rate who are to receive credit in a 
subsequent billing period for excess kwh generated shall receive such credit in the next billing period for the on-peak, or off- 
peak periods in which the kwh were generated by the Customer. Time-of-Use Customer's taking service in the billing month of 
April shall receive a credit to summer on-peak and summer off-peak usage in the billing month of May for any winter on-peak 
andlor winter off-peak excess generation for April. 

Each calendar year, for the customer bills produced in October (September usage) or a customer's "Final" bill - the Company 
shall credit the Customer for the balance of excess kwhs after netting. The payment for the purchase of the excess kwhs will be 
at the Company's applicable avoided cost, which for purposes of this Rate shall be the simple average of the hourly Market Cost 
of Comparable Conventional Generation (MCCCG) Rider-3 for the applicable year. The MCCCG, as it applies to this Rate, is 
specified in Rider-3 MCCCG - Market Cost of Comparable Conventional Generation (MCCCG) Calculation as Applicable to 
Rider-4 NM-PRS (Net Metering for Certain Partial Requirements Service). 

METERING 
The Company will install a bidirectional meter at the point of delivery to the customer and meter at the point of output from each 
of the Customer's generators. At the Company's request a dedicated phone line will be provided by the customer to the metering 
to allow remote interegation of the meters at each site. If by mutal agreement between company and customer that a phone line 
is impractical or can not be provided - the customer will work with company to allow for the installation of equipment, on or with 
customer facilities or equipment to allow remote acces to each meter. Any additional cost of communication, such as but not 
limited too, cell phone service fees will be the responsibility of the customer. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission (ACC) see the UNS Electric 
Statement of Charges which is available on UNS Electric's website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the ACC shall apply where not inconsistent with this Rate. 

Filed By: Kentton C. Grant 
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Rider-5 
Electric Service Solar Rider 

(Bright Arizona Community SolarTM) 

APPLl CAB I LlTY 
Rider-5 is for individually metered Customers who wish to tmliciDate in the Bright Arizona Community Solar Program. Under 
Rider-5, customers will be able to purchase blocks of electricity from solar geneition sources. Participation in Rider-5 is limited 
in the Company's sole discretion to the amount of solar generation available and subscription will be made on a first come, first 
served basis. In order to maximize subscription under Rider-5, the Company may limit the amount of solar block energy 
purchased by individual Customers. Rider-5 is further restricted to Customers being served under one of the following Rates: 

1. 
2. 
3. 

Residential Electric Service, Pricing Plan R41( RES-TOU is not applicable) 
Small General Service, Pricing Plan SGSlO (SGS-TOU is not applicable) 
Large General Service, Pricing Plan LGS (LGS-TOU is not applicable) 

Customers being served under self-generation riders or plans may not purchase power under Rider-5 (including, but not limited 
to Net Metering for Certain Partial Requirements Service Rider4 and Non-Firm Power Purchase from Renewable Energy 
Resources and Qualifying Cogeneration Facilities of 100 kilowatts (kw) or Less Capacity Rider-101). 

Customers can contract for a portion or up to their average annual usage in solar blocks of 150 kilowatt hours (kWh) each. 
Transmission and distribution charges will be applied to dl energy delivered, including energy delivered under Rider-5. The 
Customer is responsible for paying (each month) all charges incurred under their applicable rate schedule, and the total solar 
energy contracted for multiplied by the applicable solar block energy rate. Any demand based charges under the Customer's 
current Rate will not be affected by elections under Rider-5. No discounts specified in any of the above-listed standard offer 
tariffs will apply to this rate. The Rates are shown in the UNS Electric Statement of Charges. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission (ACC) see the UNS Electric 
Statement of Charges which is available on UNS Electric's website at www.uesaz.com. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the ACC shall apply where not inconsistent with this Rate. 

TAX CLAUSE 
To the charges computed under the above Rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company and/or the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale and/or sold hereunder. 
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TERMS AND CONDITIONS 

1. 

2. 

3. 

4. 

5. 

6. 

Customers may contract for a portion or up to their average annual usage in solar blocks of 150 kwh. If 
Customer's annual average usage is not available, UNS Electric will apply the appropriate class average. This 
limit can be reviewed annually at the request of the Customer. 

Each solar block's energy rate will be maintained for twenty years from the date of purchase. For the purposes of 
the twenty year energy rate, solar blocks will be attributed to the Customer's originat service address. Transfer of 
service under Rider-5 is prohibited. Should the Customer cancel service for any reason, his or her subscription 
under Rider-5 will expire. 

Customers may add or delete solar blocks once within a twelve month period. Any addition of solar blocks will be 
at the then offered solar block energy rate. 

Solar blocks will be applied to the actual energy usage each month. Electricity used in excess of the purchased 
solar blocks will be billed at the Customer's regular energy rate. If electricity usage is below the amount covered 
by the solar block@), then the excess kWhs will be rolled forward and credited again the Customer's usage in the 
following month. The Customer will still be responsible for the full cost of the block@) each month. 

Customers will be credited for the balance of any excess kWhs annually, or on their final bill should the Customer 
terminate service under Rider-5. Each year, for the bills produced in October (September usage), UNS Electric 
will credit Customers their excess kWhs after netting and reset their balance to zero. Credit for excess kWhs will 
be at the energy rate of the oldest solar block. 

All contracted solar block kWhs and associated charges in a billing month will be excluded from the calculation of 
PPFAC and REST charges andlor credits. 

Filed By: Kentton C. Grant 
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Rider-6 
Renewable Energy Standard and Tariff (REST) Surcharge 
REST-TS1 Renewable Energy Program Expense Recovery 

APPLl CAB I LlTY 
Mandatory, non-bypassable surcharge applied to all energy consumed by all customers throughout Company's entire electric 
service area. 

RATES 
For all energy billed which is supplied by the Company to the Customer. The REST surcharge shall be applied to all monthly 
bills. The REST rates are shown in the UNS Electric Statement of Charges. 

Note: An industrial customer is one with monthly demand equal to or greater than 3,000 kW. 

For nonmetered services, the lesser of the load profile or otherwise estimated kWh required to provide the service in question, 
or the service's contract kWh shall be used in the calculation of the surcharge. 

This charge will be a line item on customer bills reading "Renewable Energy Standard Tariff." 

Per Decision No. 73638, effective March 21, 2013, any Customer who has received incentives under the REST Rules, shall pay 
the average of the REST surcharge paid by members of their customer dass. This requirement shall apply to renewable 
systems reserved on and after January 1, 2012. Any Customer who has a renewable installation without incentives that is 
interconnected with UNS Electric's system shall pay the average of the REST surcharge paid by members of their customer 
class. This requirement shall apply to renewable systems reserved on and after February 1, 2013. The average price is shown 
in the UNS Electric Statement of Charges. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission (ACC) see the UNS Electric 
Statement of Charges which is available on UNS Electric's website at www.uesaz.com. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the ACC shall apply where not inconsistent with this pricing 
plan. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company and/or the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 
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Rider-7 
Customer Self-Directed Renewable Energy Option 

REST-TS2 Renewable Energy Standard Tariff 

AVAl LAB1 L l N  
Open to all Eligible Customers as defined at A.A.C. R14-02-1801.H. 

APPLICABILITY 
Any Eligible Customer that applies to the Company under this program and receives approval shall participate at its option. 

PARTICIPATION PROCESS 
An Eligible Customer seeking to participate shall submit to the Company a written application that describes the Distributed 
Renewable Energy (DRE) resources or facilities that it proposes to install and the estimated costs of the project. The Company 
shall have sixty (60) calendar days to evaluate and respond in writing to the Eligible Customer, either accepting or declining the 
project. If accepted, the Customer shall be reimbursed up to the actual dollar amounts of customer surcharge paid under the 
REST-TSITariff in any calendar year in which DRE facilities are installed as part of the accepted project. To qualify for such 
funds, the Customer shall provide at least half of the funding necessary to complete the project described in the accepted 
application, and shall provide the Company with sufficient and reasonable written documentation of the project’s costs. 
Customer shall submit their application prior to May 1 of a given year to apply for funding in the following calendar year. 

FACILITIES INSTALLED 
The maintenance and repair of the facilities installed by a Customer under this program shall be the responsibility of the 
Customer following completion of the project. In order to be accepted by the Company for reimbursement purposes, the project 
shall, at a minimum, conform to the Company’s System Qualification standards on file with the Commission. (REST 
Impolementation Plan, Renewable Energy Credit Purchase Program - RECPP, Distributed Generation Interconnection 
Requirements, Net Metering Tariff, Company’s Interconnection Manual) 

PAYMENTS AND CREDITS 
All funds reimbursed by the Company to the Customer for installation of approved DRE facilities shall be paid on an annual basis 
no later than March 30a of each calendar year. All Renewable Energy Credits derived from a project, including generation and 
Extra Credit Multipliers, shall become the property of the Company and shall be applied towards the Company’s Annual 
Renewable Energy Requirement as defined in A.A.C. R14-2-1801.B. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not 
inconsistent with this Rate. 

RELATED SCHEDULES 

. REST-TS1 - Renewable Energy Program Expense Recovery 

Filed By: Kentton C. Grant 
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Rider R-8 
Lost Fixed Cost Recovery (LFCR) 

APPLICABILITY 
The Lost Fixed Cost Recovery (LFCR) will be applied to all Customers taking service from the Company other than lighting as 
defined in the Company’s LFCR Plan of Administration (POA). As provided for in the POA, in the event a residential Customer 
chooses to contribute to this program by paying a fixed charge option, the monthly Customer Charge specified on the 
appropriate Standard Offer tariff will be charged in lieu of the percentagebased rate shown in the UNS Electric Statement of 
Charges. 

CHANGE IN RATE 
The LFCR recovers a portion of the authorized margin approved in the Company’s most recent rate case that has been lost as 
the result of implementing Arizona Corporation Commission (ACC)-mandated Energy Efficiency and Distributed Generation 
programs. Each year, a percentagebased rate will be placed in effect and charged to the participating Rate classes for the 12- 
month period the LFCR adjustment is applicable. The total year-on-year adjustment cannot exceed 1% of the Company’s most 
recent total combined retail calendar year revenues for all participating Rate classes. The LFCR Rate is shown in the UNS 
Electric Statement of Charges. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the ACC see the UNS Electric Statement of Charges which is available 
on UNS Electric’s website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company and/or the price or revenue from the energy or service sold andlor the volume of energy generated or purchased for 
sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the ACC shall apply where not inconsistent with this Rate. 

~~~~~ 

4 ,  . 
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Rider R-9 
Transmission Cost Adjustor (TCA) 

APPLICABILITY 
The Transmission Cost Adjustor (TCA) will be applied to all Customers taking service from the Company as defined in the 
Company's TCA Plan of Administration (POA). 

CHANGE IN RATE 
The TCA recovers the change in transmission costs resulting from the Federal Energy Regulatory Commission (FERC) 
approved formula rate that is updated annually in accordance with the provisions of the Company's Open Access Transmission 
Tariff (OATT), available through the FERC eTariff website at: htt~:l/etariff.ferc.aov/TariffBrowser.as~x'?tid=l697. The adjustment 
captures the difference between the level of transmission costs approved in the Company's last rate case and the amount 
calculated based on the FERC-approved formula rate. The adjustment can be a charge or a credit and will be updated annually 
as of the date set forth in the OATT. 

The TCA shall apply to all monthly bills either as a per kWh charge or as a per kW rate, 
depending on the Customer's effective service tariff, and is anticipated to become effective on 
the date the TCA is updated. The TCA Rates are shown in the UNS Electric Statement of 
Charges. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission (ACC) see the UNS Electric . .  
Statement of Charges'which is available on UhlS Electric's website at &.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULESAND REGULATIONS 
This standard Rules and Regulations of the Company as on file with the ACC shall apply where not inconsistent with this Rider. 
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Fee 
No. 

1. 

2. 

3. 

4’ 

5. 

6’ 

7. 

8. 

9. 

SERVICES 

Rate Effective Date Decision No. Description 

Service Transfer Fee $26.00 PENDING PENDING 

Customer-Requested Meter Re-read $26.00 PENDING PENDING 

Special Meter Reading Fee $26.00 PENDING PENDING 

$41 .OO PENDING PENDING Service Establishment and Reestablishment under usual operating 
procedures During Regular Business Hours 

Service Establishment and Reestablishment under usual operating 
procedures After Regular Business Hours (includes Saturdays, $137.00 PENDING PENDING 
Sundays and Holidays) - Single Phase Service 

$150.00 PENDING PENDING Service Reestablishment under other than usual operating 
procedures 

MeterTest $74.00 PENDING PENDING 

Returned Payment Fee $10.00 PENDING PENDING 

Late Payment Finance Charge 1.5% PENDING PENDING 

UNS Electric, Inc. 

Original Sheet No.: 801 

Superseding: 

UNS ELECTRIC STATEMENT OF CHARGES 
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Description 

Rider R-I - Purchased Power and Fuel Adjustment Clause (PPFAC) 

Rider R-2 - Demand Side Management Surcharge (DSMS) 

Rider R-3 - Market Cost of Comparable Conventional Generation (MCCCG) 
Calculation as Applicable to Rider4 NM-PRS 

Rider R-5 - Electric Service Solar Rider (Bright Arizona Community Solarm) 

Solar Block Energy Rate for Residential Electric Service, Rate R-01 
Solar Block Energy Rate for General Service, Rate SGS-10 
Solar Block Energy Rate for Large General Service, Rate LGS 

Rider R-5 - Electric Service Solar Rider (Bright Arizona Community Solarm) 

Solar Block Energy Rate for Residential Electric Service, Rate R-01 
Solar Block Energy Rate for General Service, Rate SGS-10 
Solar Block Energy Rate for Large General Service, Rate LGS 

~~~~~~ 

Rider R-6 - Renewable Energy Standard and Tariff Surcharge 
REST-TS1 Renewable Energy Program Expense Recovery 

Monthlv CaD 
For Residential Customers: 
For Commercial Customers: 
For Industrial Customers: 
For Lighting (PSHL): 

Rider R-6 - Renewable Energy Standard and Tariff Surcharge 
REST-IS1 Renewable Energy Program Expense Recovery 

Customers receiving incentives on or after January 1, 2012 shall pay the 
average of the REST surcharge paid by members of their customer class. 
Customer with renewable installations without incentives that is 
interconnected with UNSEs system on or after February 1, 2013 shall pay 
the average of the REST surcharge paid by members of their customer 
class. The average price by class shall be the following: 

Monthlv Cap 
For Residential Customers: 
For Commercial Customers: 
For Industrial Customers: 
For Lighting (PSHL): 

Rider R-8 - Lost Fixed Cost Recovery (LFCR) Mechanism 

Rate 

Varies - See Rider-I 

$0.002660 per kwh 

$0.036653 per kWh 

$0.087445 per kWh 
$0.085495 per kWh 
$0.077991 per kWh 

$0.084510 per kWh 
$0.078241 per kWh 
$0.076603 per kWh 

$0.01200 per kWh 

Monthlv CaD 
$5.25 per month 
$150.00 per month 
$10,000 per month 
$135.00 per month 

Monthlv CaD 
$4.34 per month 
$53.82 per month 
$9,580.96 per month 
$5.21 per month 

$O.OO% 

Effective Date 

PENDING 

PENDING 

June 27,2013 

January 1,201 1 
through pending 
(effective date of 

new rates) 

pending (effective 
date of new rates) 

February 1,2013 

March 12,2013 

~ ~~ 

PENDING 

Decision No. 

PENDING 

PENDING 

73935 

72034 

PENDING 

73638 

73638 

~~~ 

PENDING 
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rOescription Rate 1 Effective Date 1 Decision No. 1 
Rider R-9 - Transmission Cost Adjustor (TCA) - $/kW charge 

Transmission Cost Adjustor (TCA) - $kWh charge 

$X.XX per kW 

$X.xXXXX per kwh 
I PENDING I PENDING I 

Filed By: Kentton C. Grant 
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Bill Estimation Methodologies 

UNS Electric, Inc. (UNS Electric) regularly encounters situations in which UNS Electric cannot obtain a complete and valid meter 
read. No matter the cause of the need to estimate the read, the following methods are used depending on the circumstances. 

PREVIOUS YEAR FORMULA 
SAME CUSTOMER WITH AT LEAST ONE YEAR OF HISTORY 
UNS Electric would generate a bill based on customer usage from the previous year using the "PREVIOUS YEAR" formula 
as follows: 

LAST YEAR'S USAGE FOR SAME MONTH / NUMBER OF DAYS IN BILLING PERIOD = PER DAY USAGE 
(FOR "TIME OF USE" (TOU) THIS WOULD BE APPLIED TO EACH PERIOD) 

PER DAY USAGE x NUMBER OF DAYS IN THIS MONTH'S CYCLE = ESTIMATED USAGE 
(FOR TOU THIS WOULD BE APPLIED TO EACH PERIOD) 

PREVIOUS MONTH FORMULA 
SAME CUSTOMER AT SAME PREMISE WITH LESS THAN ONE YEAR OF HISTORY 
UNS Electric would generate a bill based on customer usage from the previous month using the "PREVIOUS MONTH 
formula as follows: 

LAST MONTHS USAGE / NUMBER OF DAYS IN BILLING PERIOD = PER DAY USAGE 
(FOR TOU THIS WOULD BE APPLIED TO EACH PERIOD) 

PER DAY USAGE X NUMBER OF DAYS IN THIS MONTH'S CYCLE = ESTIMATED USAGE 
(FOR TOU THIS WOULD BE APPLIED TO EACH PERIOD) 

TREND FORMULA 
NEW CUSTOMER AT SAME PREMISE 
UNS Electric would generate a bill using the "TREND" formula, based on customer's usage trend as described below: 

UNS Electric's customer information system (CIS) would generate a bill based on trend. Customers are assigned to a 
Trend area which differentiate consumption based on different geographic areas. Secondly, the customer is assigned to a 
Trend class which is used to differentiate consumption trends based on the type of service and type of property. An 
example of this would be residential, commercial, and industrial usage. Thirdly, all consumption is identified using unit of 
measure code and a time of use code. Within UNS Electric's CIS, a trend record is created from each billed service. This 
record becomes part of a trend table. During estimation, consumption from three prior bill cycles is compared to the 
consumption from the same cycle in the previous month to determine a trend. This trend, plus a tolerance, is used to create 
a usage amount for bill estimation. 

CUSTOMER'S USAGE IN PREVIOUS PERIOD/ AVERAGE CUSTOMER'S USAGE IN PREVIOUS PERIOD X AVERAGE CUSTOMER'S 
USAGE IN CURRENT PERIOD = ESTIMATED CONSUMPTION FOR REGISTER READ 

NO HISTORY 
UNS Electric would not generate a bill until a good meter read was acquired then use known consumption to estimate 
previous bills. 

Filed By: Kentton C. Grant 
Title: Vice President 
District: Entire Electric Service Area 

Rate: Bill Estimation - 1 
Effective: Pending 
Decision No.: 



UniSourceEneriw I W  

SEUNCES 

UNS Electric, Inc. 

Original Sheet No.: 802-1 
Superseding: 

Demand Estimate 

For accounts that have a demand billing component UNS Electric collects interval data. This interval data is used to manually 
estimate demands using the following methodologies: 

SAME CUSTOMER AT SAME PREMISE WITH AT LEAST ONE YEAR OF HISTORY 
UNS Electric would generate a bill based on customer usage from the previous year using the following formula: 

LAST YEAR'S DEMAND FOR SAME MONTH = ESTIMATED DEMAND 

NEW CUSTOMER AT SAME PREMISE WITH AT LEAST ONE YEAR OF HISTORY 
UNS Electric would generate a bill based on customer usage from the previous month using the following formula: 

LAST MONTHS DEMAND = ESTIMATED DEMAND 

SAME CUSTOMER AT SAME PREMISE WITH LESS THAN ONE YEAR OF HISTORY 
UNS Electric would generate a bill based on customer usage from the previous month using the following formula: 

LAST MONTHS DEMAND = ESTIMATED DEMAND 

NEW CUSTOMER AT SAME PREMISE WITH LESS THAN ONE YEAR OF HISTORY 
UNS Electric would generate a bill based on customer usage from the previous month using the following formula: 

LAST MONTHS DEMAND = ESTIMATED DEMAND 

NO HISTORY 
UNS Electric would not generate a bill until a good demand read was acquired then use known demand to estimate 
previous bills. 
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GUIDELINES FOR ELECTRIC LOAD CURTAILMENT 

INTRODUCTION 
While UNS Electric, Inc. (UNS Electric) strives to provide an uninterrupted supply of electricity, conditions could exist on UNS 
Electric's electric power system where: 

The power supply would be insufficient to meet the electric load demands during peak period. This condition will be 
classified as a "Bulk Power Supply Emergency". 

The transmission delivery would be insufficient to meet electric load demands. This will be considered a "Transmission 
Emergency". 

Should a "Bulk Power Supply Emergency" or a 'Transmission Emergency" seem imminent the following steps will be 
implemented as appropriate. 

1. Evaluate alternative power supplies or Company owned generation. 

2. Call on Interruptible Customers to interrupt load. 

3. Reschedule any scheduled maintenance of the transmission system. 

4. Reduce all nonessential Company uses such as office lighting, electric cooling and heating, etc. 

5. Contact Western Area Power Administration for possible assistance. 

6. Contact Nevada Energy and Aha Macav Power Service for possible emergency assistance. 

7. Reduce distribution feeder voltage up to 5%, where possible. 

Should additional remedial action be warranted, UNS Electric will make a public appeal via local radio stations and television for 
the voluntary curtailment of electric consumption by its customers. 

Should voluntary curtailment result in insufficient load reduction to mitigate the emergency, the Arizona Corporation Commission 
(ACC) has directed UNS Electric to institute mandatory involuntary curtailment, pursuant to ACC Decision No. 42097 and 
Arizona Administrative Code R14-2-208, Provision of Service, Paragraph E. 
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CUSTOMER LOAD DEFINITIONS 
Essential Loads: Loads that are necessary to the health, safety and welfare of the public or some portion or member thereof, 
such as police, fire service, national defense, sewage facilities, domestic water facilities, hospitals, essential medical devices 
(such as iron lungs, oxygen pumps or similar uses) and where uninterrupted electric service is essential to the providing of such 
essential uses or services. These loads will not be interrupted unless an area needs to be dropped to maintain the stability of the 
electric system, or adequate on-site generation is available to cover the Essential load. 

Critical Loads: That portion of the electric load of those non-residential customers which in the event of interruption of service 
would cause excessive damage to the equipment or material in process or perishable items or where such interruption would 
create grave hazards to the employee’s or the public. These areas will not be interrupted unless an area needs to be dropped to 
maintain the stability of the electric system, or adequate on-site generation is available to cover the Critical load level. 

Others: All customers not meeting the above definitions will be interrupted, with or without, notice if voluntary curtailment 
measures are not sufficient to alleviate the problem. 

LOAD CURTAILMENT NOTIFICATION 
UNS Electric’s load is served primarily by Tucson Electric Power Company (TEP) under a Power Services Agreement. Energy 
from TEP resources is delivered to UNS Electric’s load areas in Mohave and Santa Cruz Counties through the bulk power 
transmission system of the Western Area Power Administration (WAPA). UNS Electric’s load is in the control area of TEP for 
Power Supply purposes and in WAPAs control area for Transmission purposes. Ether control area could initiate a call for load 
curtailment due to a system or regional power supply or transmission emergency. Local Transmission Emergencies could occur, 
affecting portions of UNS Electric’s service area only. 

Should either voluntary or involuntary load curtailment become necessary: 

1. UNS Electric’s Mohave Dispatch Center will be notified of a regional curtailment emergency by either TEP‘s Energy Control 
Center or the WAPAs Transmission Dispatch Desk. 

2. UNS Electric’s Mohave Dispatch Center will notify Mohave Management of the nature and type of curtailment emergency. 

3. Mohave Management will notify Company Management, District Operations Management and the ACC of the nature of the 
curtailment. 

4. District Customer Service Personnel will, if time permits: 

0 Notify Interruptible Customer to drop load; 

Notify key customers of the nature of the curtailment and request voluntary load; reductions or activation of on-site 
generation (if any); 

Call local radio stations to request public announcements; 

Notify County Emergency Management, and; 

Notify City and County Police and Fire Departments. 

0 

5. District Operations Personnel will n o t i  supervisory and assigned staff to report to their respective duty stations. 

Filed By: Kentton C. Grant 
Title: Vice President 
District Entire Electic Service Area 

Rate: Curtailment Plan 
Effective: Pending 
Decision No.: 



UNS Electric, Inc. 

Original Sheet No.: 803-2 

Superseding: 

VOLUNTARY LOAD CURTAILMENT 
If conditions allow for advanced notification, UNS Electric shall evaluate activating its own generation and will ask the public for a 
voluntary curtailment. In addition, all Interruptible Customers and Large Load Customers will be called by pre-assigned 
individuals to request load interruption as provided for under the Tariff or voluntary load redudin where no tariff exists. 

INVOLUNTARY LOAD CURTAILMENT 
Should the voluntary curtailment result in an insufficient reduction in load, Division Operations Management will determine the 
amount of additional load to curtail. Blackout periods are to be approximately 30 to 60 minutes in duration. 

After proper notification Division Operations Management will utilize the capabilities of the System Control and Data Acquisition 
System ("SCADA") and manual operation to shed load throughout the District operations areas (Kingman, Lake Havasu City and 
Santa Cruz) based on circuit classification, unless the emergency is of a local nature. Individual Distribution Circuits will be 
classified for curtailment, according to the type of customers served on that feeder, as defined in the Guide to Circuit Loading for 
each District. 

DISTRIBUTION CIRCUIT CLASSIFICATIONS 
Essential: Circuits that serve essential customers will be so identified and will not be interrupted, unless an area must be 
dropped to maintain electric system stability. 

Critical: Circuits that serve critical customers will be so identified and will not be interrupted, unless an area must be dropped to 
maintain electric system stability. Critical Customers will be notified and required to curtail the non-critical portions of their load. If 
a customer with a critical load refuses or fails to curtail their electric consumption down to the critical load, the customer shall not 
be considered to have a critical load and can be curtailed 100%. 

Large Load Customers: 
1. Circuits that serve Large Load Customers will be so identified and will not be interrupted until proper notice is given, unless 

an area must be dropped to maintain electric system stability. 

2. Customers, who can take 100 percent curtailment if given sufficient notice, will be rotated on the same schedule as the 
"Others" circuits until the emergency is terminated by UNS Electric. 

3. Customers served by circuits that cannot be rotated' will be notified. They will be required to reduce their load to their pre- 
determined level, in a rotating order and with a frequency or repetition necessary to meet the emergency situation. 

Others: 
Circuits that serve all remaining customers will be so identified and rotated without notice. Rotation of these circuits will be for a 
duration and frequency necessary to meet the emergency situation. 

Customers on a non-rotating circuir who normally could be rotated, will be required to curtail load. If these customers do not 
curtail to the extent needed, UNS Electric may discontinue or disconnect service and refuse to re-establish service until after the 
emergency condition is terminated. 
*Nan-Rotating Circuits are so classified based on the specific nature of the electric distribution system or due to having critical or essential 
customers served by that feeder. 
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EMERGENCY INVOLUNTARY CURTAILMENT 
In the event a major electrical disturbance threatens the interconnected Southwest system with blackout conditions orland 
unexpected shortages of power that do not allow for the implementation of the Electric Curtailment Plan, emergency devices 
such as under-frequencyhnder-voltage load shedding relays will automatically shed load to maintain system stability, and the 
Company will resort to emergency operating procedures. These circuits will remain out of service until the Company can move 
from the emergency procedure to the Electric Load Curtailment Plan or the emergency is resolved. 

INVOLUNTARY CURTAILMENT BY TRANSMISSION PROVl D ER 
UNS Electric purchases transmission service from the WAPA to deliver its power supply requirements. WAPAs Transmission 
Dispatch Desk would notify the UNS Electric Arizona Dispatch Center of situations on the bulk transmission system requiring 
load curtailment in the Company's service area. 

ELECTRIC LOAD AND CURTAILMENT PLAN 
A detailed electric load and curtailment plan will be kept on file with the ACC. This plan will contain specific procedures for 
implementation of the above, along with the name(s) and telephone number@) of the appropriate Company personnel to contact 
in the event implementation of the plan becomes necessary. Updates to the plan will be filed annually or when'they occur. Its 
amendments will become effective upon submission to the ACC. 

The Company will contact the Director of the Utilities Division, or their designee, as soon as practical for any curtailment pursuant 
to this Tariff. 
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Rates for Power and Energy Transactions With Qualifying Facilities That Receive Full 
Requirements 100 kW or Less (QF-A) 

AVAl LAB ILlTY 
Throughout the entire area where the facilities of the Company are of adequate capacity and are adjacent to the premises. For 
all Qualifying Facilities (QF) that have entered into a Service Agreement with the Company. 

APPLICABILITY 
To all QFs with 100 kW or less operating in the BuylSell Mode for full requirements, supplemental power, stand-by power, and 
maintenance power service. 

CHARACTER OF SERVICE 
Electric sales to the Company must be single or three phase, 60 Hertz, at a standard voltage subject to availability at the 
premises. The QF will have the option to sell energy to the Company at a voltage level different from that for purchases from the 
Company, however, the QF will be responsible for all costs incurred to accommodate such an arrangement. 

DEFINITIONS 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10 

Qualifvina Facilities - Cogeneration and small power production facilities where the facility's generator(s) and load are 
located at the same premise and that otherwise meet qualifying criteria for size, fuel use, efficiency and ownership as 
promulgated in 18 C.F.R., Chapter I, Part 292, Subpart B of Federal Energy Regulatory Commission regulations. 

BuvlSell Mode of Owration - The QF's total generation output is delivered to the Company and the QF's full requirements 
for service are provided by the Company or no electric requirements are required by the QF. 

Full Reauirements Service - Any instance whereby the Company provides all the electric requirements of a QF. 

Eneray - Electric energy which is supplied by the QF. 

Firm CaDaciQ - Capacity available, upon demand, at all times (except for forced outages and scheduled maintenance) 
during the period covered by the Agreement from the QF with an availability factor of at least 80%, as defined by the North 
American Electric Reliability Council. 

Net Enerqy - The total kilowatt hours (kWh) sold to the QF by the company less the total kVVhs purchased by the Company 
from the QF. 

SuDDlemental Power - Electric capacity and energy supplied by the Company regularly used by the QF in addition to that 
which the facility generates itself. 

Stand-bv Power - Electric capacity and energy supplied by the Company to replace energy ordinarily generated by a 
facility's own generation equipment during an unscheduled outage of the facility. 

Maintenance Power - Electric capacity and energy supplied by the Company during scheduled outages of the QF. 

Purchase Aareement - Agreements for the purchase of electric energy and capacity from and the sale of power to the QF 
entered into between the Company and QF. 
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Net Bill method: 
The kwhs sold to the Company shall be subtracted from the kWhs purchased from the Company. If the calculation is positive, 
the Net Energy kWhs received from the Company will be priced at the applicable Electric Rate under which the QF would 
otherwise purchase its full requirements service. If the calculation is negative, the Net Energy kWhs delivered to the Company 
will be priced at the purchase rate shown below. 

RATES FOR SALES TO QFsThe rates and billings for sales of energy and capacity to the QF shall be billed pursuant to the 
Customer's standard offer tariff otherwise applicable under full requirements service. 

RATES FOR PURCHASES FROM QFs 
Customer charges shall be billed pursuant to the Customer's standard offer tariff otherwise applicable under full requirements of 
service. 

Rates for Energy purchased from the QF shall be priced at short-run avoided cost. 

Rates for Firm Capacity purchased from the QF shall be priced at avoided cost based upon deferral of capacity additions 
indicated in Company's resource plan. 

ADJUSTMENTS 
Purchased Power Fuel Adjuster Clause (PPFAC) is a per kWh monthly adjustment in accordance with the PPFAC Rider No. 1. 
The PPFAC reflects increases or decreases in the cost to the Company of energy either generated or purchased above or below 
the base cost per kwh sold. See Rider-1 for current rate. 

CONTRACT PERIOD 
As provided for in the Service Agreement. 

TERMS AND CONDITIONS 
Subject to: 

The Service Agreement, and 

A delayed payment charge as stated in the general rules and regulations will be applied to account balances carried 
forward from prior billings. 
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METER CONFIGURATION 

QF’s Generator 

UNS 
Electric, Inc. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission (ACC) see the UNS Electric 
Statement of Charges which is available on UNS Electric’s website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold and/or the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the ACC shall apply where not inconsistent with this Rate. 
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Rates for Power and Energy Transactions With Qualifying Facilities That Receive 
Partial Requirements 100 kW or Less (QF-9) 

AVAILABILITY 
Throughout the entire area where the facilities of the Company are of adequate capacity and are adjacent to the premises. For 
all Qualifying Facilities (QF) that have entered into a Secvice Agreement with the Company. 

APPLICABILITY 
To all QFs with 100 kW or less operating in the Partial Requirements Mode for partial requirements, supplemental power, stand- 
by power, and maintenance power service. 

CHARACTER OF SERVICE 
Electric sales to the Company must be single or three phase, 60 Hertz, at a standard voltage subject to availability at the 
premises. The QF will have the option to sell energy to the Company at a voltage level different from that for purchases from the 
Company, however, the QF will be responsible for all costs incurred to accommodate such an arrangement. 

DEFINITIONS 

1. 

2. 

3. 

4. 

5. 

6. 

Qualifvina Facilities - Cogeneration and small power production facilities where the facility's generator(s) and load are 
located at the same premise and that otherwise meet qualifying criteria for size, fuel use, efficiency and ownership as 
promulgated in 18 C.F.R., Chapter I ,  Part 292, Subpart B of Federal Energy Regulatory Commission regulations. 

Partial Reauirements Mode of Operation - A QF's generation output first goes to supply its own electric requirements with 
any excess energy (over and above its own requirements) then being sold to the Company. The Company supplies the 
QF's electric requirements not met by the QF's own-generation facilities. This also may be referred to as the "parallel mode" 
of operation. 

E m  - Electric energy which is supplied by the QF 

Firm Capacity - Capacity available, upon demand, at all times (except for forced outages and scheduled maintenance) 
during the period covered by the Agreement from the QF with an availability factor of at least 80%, as defined by the North 
American Electric Reliability Council. 

Net Enerav - The total kilowatt hours (kwh) sold to the QF by the company less the total kwhs purchased by the Company 
from the QF. 

Supplemental Power - Electric capacity and energy supplied by the Company regularly used by the QF in addition to that 
which the facility generates itself. 

Stand-by Power - Electric capacity and energy supplied by the Company to replace energy ordinarily generated by a 
facility's own generation equipment during an unscheduled outage of the facility. 

Maintenance Power - Electric capacity and energy supplied by the Company during scheduled outages of the QF. 

Purchase Aareement - Agreements for the purchase of electric energy and capacity from and the sale of power to the QF 
entered into between the Company and QF. 
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RATES FOR SALES TO QFs 
The rates and billings for sales of energy and capacity to the QF shall be billed pursuant to the Customer's standard offer tariff 
otherwise applicable under full requirements service. 

RATES FOR PURCHASES FROM QFs 
Customer charges shall be billed pursuant to the Customer's standard offer tariff otherwise applicable under full requirements of 
service. 

Rates for Energy purchased from the QF shall be priced at short-run avoided cost. 

Rates for Firm Capacity purchased from the QF shall be priced at avoided cost based upon deferral of capacity additions 
indicated in Company's resource plan. 

ADJUSTMENTS 
Purchased Power Fuel Adjuster Clause (PPFAC) is a per kWh monthly adjustment in accordance with the PPFAC Rider No. 1. 
The PPFAC reflects any increases or decreases in the cost to the Company of energy either generated or purchased above or 
below the base cost per kWh sold. See Rider-I for current rate. 

METER CONFIGURATION 

Meter Meter 

CONTRACT PERIOD 
As provided for in the Service Agreement. 

TERMS AND CONDITIONS 
Su bject to: 

The Service Agreement, and 

UNII 
Electric, Inc. 

A delayed payment charge as stated in the general rules and regulations will be applied to account balances carried 
forward from prior billings. 
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UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission (ACC) see the UNS Electric 
Statement of Charges which is available on UNS Electric’s website at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the ACC shall apply where not inconsistent with this Rate. 
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Rates for Power and Energy Transactions With Qualifying Facilities That Receive 
Optional Service Over 100 kW (QF-C) 

AVAILABILITY 
Throughout the entire area where the facilities of the Company are of adequate capacity and are adjacent to the premises. For 
all Qualifying Facilities (QF) that have entered into a Service Agreement with the Company. 

APPLICABILITY 
To all QFs with over 100 kW operating in the Partial Requirements Mode for partial requirements, supplemental power, stand-by 
power, and maintenance power service. 

CHARACTER OF SERVICE 
Electric sales to the Company must be single or three phase, 60 Hertz, at a standard voltage subject to availability at the 
premises. The QF will have the option to sell energy to the Company at a voltage level different from that for purchases from the 
Company, however, the QF will be responsible for all costs incurred to accommodate such an arrangement. 

DEFINITIONS 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

Qualifvinq Facilities - Cogeneration and small power production facilities where the facility's generator@) and load are 
located at the same premise and that otherwise meet qualifying criteria for size, fuel use, efficiency and ownership as 
promulgated in 18 C.F.R., Chapter I, Part 292, Subpart B of Federal Energy Regulatory Commission regulations. 

Partial Requirements Mode of OPeration - A QF's generation output first goes to supply its own electric requirements with 
any excess energy (over and above its own requirements) then being sold to the Company. The Company supplies the 
QF's electric requirements not met by the QF's own-generating facilities. This also may be referred to as the "parallel mode" 
of operation. 

Enerqy - Electric energy which is supplied by the QF. 

Firm CaDaciQ - Capacity available, upon demand, at all times (except for forced outages and scheduled maintenance) 
during the period covered by the Agreement from the QF with an availability factor of at least 80%, as defined by the North 
American Electric Reliability Council. 

Net Energy - The total kilowatt hours (kwh) sold to the QF by the company less the total kWhs purchased by the Company 
from the QF. 

Supplemental Power - Electric capacity and energy supplied by the Company regularly used by the QF in addition to that 
which the facility generates itself. 

Stand-bv Power - Electric capacity and energy supplied by the Company to replace energy ordinarily generated by a 
facility's own generation equipment during an unscheduled outage of the facility. 

Maintenance Power - Electric capacity and energy supplied by the Company during scheduled outages of the QF. 

Purchase Aqreement - Agreements for the purchase of electric energy and capacity from and the sale of power to the QF 
entered into between the Company and QF. 

~ 
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RATES FOR SALES TO QFs 

Sumlemental Service: 
A. Service Charge - The service charge shall be the basic service charge using the otherwise applicable retail Rate. 

B. Energy Charge - The energy charge shall be the energy charge using the otherwise applicable retail Rate. 

C. Demand Charge - The demand charge shall be the demand charge using the otherwise applicable retail Rate and it shall 
apply only to supplemental power and not to total requirements. 

Standby Service: 
A. Service Charge - The service charge shall be the basic service charge using the otherwise applicable retail Rate. 

B. Energy Charge -The energy charge is $0.045 per kwh per month. 

C. Demand Charge - The demand charge shall be the product of $27.83 per kW per month and the probability (9 that the QF 
has an unscheduled outage at the time of the company's peak. ' 

(*) This value is initially set at ten percent (10%) for the first year and reset annually based upon actual experience with 
the QF. 

Maintenance Service: 
A. Service Charge - The service charge shall be the basic service charge using the otherwise applicable retail Rate. 

B. Energy Charge -The energy charge is $0.045 per kwh per month. 

C. Maintenance Service - Must be scheduled with the Company and may only be scheduled during the period October through 
April. 

Only one service charge will be applied for each billing period. 

RATES FOR PURCHASES FROM QFs 
Customer charges shall be billed pursuant to the Customer's standard offer tariff otherwise applicable under full requirements of 
service. 

Rates for Firm Capacity purchased from the QF shall be priced at long-run avoided cost based upon deferral of capacity 
additions indicated in Company's resource plan. 

Rates for capacity associated with Firm Capacity shall be as provided for in the Service Agreement. 

ADJUSTMENTS 
Purchased Power Fuel Adjuster Clause (PPFAC)is a per kWh monthly adjustment in accordance with the PPFAC Rider No. 1. 
The PPFAC reflects any increases or decreases in the cost to the Company of energy either generated or purchased above or 
below the base cost per kWh sold. See Rider-I for current rate. 

Filed By: Kentton C. Grant Rate: QF-C 
Title: vice President Effective: Pending 
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Original Sheet No.: 806-2 
Superseding: 

METER CONFIGURATION 

UNS 
Electric, Inc. 

Meter Meter 

CONTRACT PERIOD 
As provided for in the Service Agreement. 

TERMS AND CONDITIONS 
Su bjed to: 

The Service Agreement, and 

Shall be interconnected with and can operate in parallel and in phase with the Company’s existing distribution system. 
The Interconnection must comply with the Company’s interconnection requirements, and 

Shall take service as a Primary Service and Metering Customer (the Company shall not provide voltage transformation 
on the customer‘s premise). 

A delayed payment charge as stated in the general rules and regulations will be applied to account balances carried 
forward from prior billings. 

UNS ELECTRIC STATEMENT OF CHARGES 
For all additional charges and assessments approved by the Arizona Corporation Commission (ACC) see the UNS Electric 
Statement of Charges which is available on UNS Electric’swebsite at www.uesaz.com. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of 
any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file with the ACC shall apply where not inconsistent with this Rate. 

Filed By: Kentton C. Grant Rate: QF-C 
Title: Vice President Effective: Pending 
District: Entire Electric Service Area Decision No.: 
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EXECUTIVE SUMMARY 
UNS ELECTRIC, INC. 

DOCKET NO. E-04204A-12-0504 

My testimony addresses the following issues, and responds to the testimony of UNS 
Electric, Inc. (“UNSE, “UNS Electsic”, or “Company”) witnesses on these issues: 

0 The Company’s proposed revenue requirement 
0 The determination of a Fair Value Rate of Return (“FVROR”) and its application to Fair 

Value Rate Base 
0 Staffs recommended base rate revenue increase 
0 Adjusted Rate Base 
0 Adjusted Test Year revenues, expenses, and net operating income 
0 The Company’s proposed changes to its Purchased Power and Fuel Adjustment Clause 

(“PPFAC”) 

My findings and recommendations for each of these areas are as follows: 

The Company’s Proposed Revenue Requirement 

The Company’s proposed revenue requirement of a base rate increase of $7.523 million, 
or about 4.6 percent, is significantly overstated. In its filing, UNSE proposed an original cost 
rate base (“OCRB’’) and fair value rate base (“FVRB”) of approximately $217 million and $286 
million, respectively. The Company also requests to set UNSE’s FVRB at $286 million based on 
a 50/50 weighting of OCRB and Reconstruction Cost New Depreciated (“RCND”). 

UNSE understated operating income. Additionally, the Company is requesting an 
excessive rate of return. Finally, UNSE has included post-test year plant in rate base that is not 
in service and has therefore been removed by Staff. 

Determination of FVROR and Application to FVRB 

The testimony of Staff witness David Parcel1 addresses Staffs recommended return on 
equity and weighted cost of capital to be applied to OCRB as well as the determination of the 
Staff recommended FVROR to be applied to the FVRB in view of the Court of Appeals decision 
concerning Chaparral Water Company. Attachment RCS-2, Schedule D, shows the derivation 
of the two FVROR calculations that were considered by Staff, and S t a r s  recommendation 
including: 

0 Staff recommendation: FVRB increment of 0.080 percent which produces results that 
are equivalent to an ROE of 9.3 percent on OCFU3 as shown on Schedule D, page 5, 
and discussed in the testimony of Staff witness Parcell. 
Alternative 1 - With Fair Value Rate Base Increment at Zero Cost 
Alternative 2 - With Fair Value Rate Base Increment at 0.5 percent 

0 

0 



My Attachment RCS-2, Schedule A, columns D through F, summarizes the resulting 
revenue deficiencies that would be produced in the current UNSE rate case fiom each of those 
FVROR figures. Schedule A, column D, shows the amount of base rate revenue increase on 
FVRB of $1.318 million under alternative 1 and in column E, shows the amount of base rate 
revenue increase on FVRB of $1.888 million under alternative 2. 

No. 
B-1 

Staff’s Recommended Base Rate Revenue Increase 

Description (Decrease) (Decrease) 
Post Test Year Plant Not In Service $ (5,036) $ (5,036) 

I recommend that UNSE be authorized a base rate increase of no more than $1.41 million 
on adjusted FVRB, as shown on Schedule A, column F. That is an average revenue increase of 
approximately 0.82 percent over adjusted test year revenue of $17 1.445 million. 

SUmmary of Rate Base (Thousands of Dollars) 
Original Cost of Rate Base 
RCND Rate Base 
Fair Value Rate Base 

Adjusted Rate Base 
The following adjustments to UNSE’s proposed original cost rate base should be made: 

Company Staff Difference 
$ 216,575 $ 211,527 $ (5,048) 
$ 356,077 $ 351,029 $ (5,048) 
$ 286,326 $ 281,278 $ (5,048) 

ACC ACC I OCRB I RCND I Summary of Staff Adjustmnts to Rate Base Jurisdictional Jurisdictional 
(Thousands of Dollars) 

I Adj. I I Increase I Increase I 

ITotal of Staff Adjustments I $  (5,04811 $ (5,048) 
kJNSEProDosed Rate Base I %  216.575 S 356.077 
IRounding I I 
(StaffProposed Rate Base 1 %  211,527 I $ 351,029 

The following table summarizes UNS Electric’ requested and Staffs recommend OCRB, 
RCND rate base and FVRB, and the differences: 

Adjusted Net Operating Income 

income should be made: 
The following adjustments to UNSE’s proposed revenues, expenses and net operating 



Summary of StaffAdjustments to Net Operating Income 
(Thousands of Dollars) ACC Jurisdictional 

Net Operating 
Pre-Tax Rewnue Income 

or Expense Increase 

PPFAC 

Adj. 

Staff recommends that UNSE’s proposed revised PPFAC Plan of Administration should 
not be adopted, but rather UNSE should prepare a different revised PPFAC Plan of 
Administration that incorporates revised provisions to address the following concerns. Staff has 
concerns about UNSE’s ability to accurately forecast the estimated component of its existing 
PPFAC rates, which can be subject to variances based on changes in the cost of natural gas. 
Unlike the situation with its electric utility affiliate, Tucson Electric Power Company (“TEP”), 
which has substantial coal-fired generation, UNSE’s fuel and purchase power costs are subject to 
a much heavier influence of natural gas price fluctuations. Staff believes that there could be 
substantial merit in eliminating the forward component of UNSE’s PPFAC and re-designing 
UNSE’s PPFAC so it resembles certain aspects of the Purchased Gas Adjustor (“PGA”) of the 
affiliate, UNS Gas, Inc., which is based on adjusting the PGA component of UNSG’s rates based 
on a 12-month rolling average of gas costs. Staff therefore recommends that UNSE present a 
revised Plan of Administration for its PPFAC that eliminates the forward component and bases 
PPFAC rate changes on fluctuations in the 12-month rolling average of UNSE’s fuel and 
purchased power costs. The revised Plan of Administration should also incorporate annual and 
monthly cap provisions to limit the increases experienced by consumers for PPFAC changes in 
any given monthly period. 

Description Adjustment Pecrease) 
Depreciation and Property Taxmenses on Post Test Year Plant 

Staff recommends that UNSE’s rates continue to reflect a base amount of fuel and 
purchased power, and that PPFAC adjustments continue to be based upon fluctuations of 
UNSE’s fuel and purchased power costs above or below the base cost of fuel. For the reasons 
described in my testimony, Staff recommends setting the base cost of fuel for UNSE at 
$0.05706. 



Concerning the types of costs that are included in the PPFAC, Staff proposes to continue 
to reflect the same accounts in UNSE’s PPFAC that are currently reflected, but not to expand the 
types of costs beyond those currently included in UNSE’s PPFAC. 
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I. 

Q* 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name, position and business address. 

Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC, 

15728 Farmington Road, Livonia, Michigan 48 154. 

Please describe Larkin & Associates. 

Lakin & Associates is a Certified Public Accounting and Regulatory Consulting firm. 

The fum performs independent regulatory consulting primarily for public servicehtility 

commission staffs and consumer interest groups (public counsels, public advocates, 

consumer counsels, attorneys general, etc.). Larkin & Associates has extensive experience 

in the utility regulatory field as expert witnesses in over 400 regulatory proceedings 

including numerous telephone, water and sewer, gas, and electric matters. 

Mr. Smith, please summarize your educational background. 

I received a Bachelor of Science degree in Business Administration (Accounting Major) 

with distinction fiom the University of Michigan - Dearborn, in April 1979. I passed all 

parts of the Certified Public Accountant (“C.P.A.”) examination in my first sitting in 1979, 

received my CPA license in 1981, and received a certified financial planning certificate in 

1983. I also have a Master of Science in Taxation fiom Walsh College, 1981, and a law 

degree (J.D.) cum laude fiom Wayne State University, 1986. In addition, I have attended 

a variety of continuing education courses in conjunction with maintaining my accountancy 

license. I am a licensed C.P.A. and attorney in the State of Michigan. I am also a 

Certified Financial Plannerm professional and a Certified Rate of Retum Analyst 

(“CRR4”). Since 1981, I have been a member of the Michigan Association of Certified 

Public Accountants. I am also a member of the Michigan Bar Association and the Society 

of Utility and Regulatory Financial Analysts (“SURFA”). I have also been a member of 
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the American Bar Association (“ABA”), and the ABA sections on Public Utility Law and 

Taxation. 

Q- 
A. 

Please summarize your professional experience. 

Subsequent to graduation from the University of Michigan, and after a short period of 

installing a computerized accounting system for a Southfield, Michigan realty 

management fm, I accepted a position as an auditor with the predecessor CPA fm to 

Larkin & Associates in July, 1979. Before becoming involved in utility regulation where 

the majority of my time for the past 33 years has been spent, I performed audit, 

accounting, and tax work for a wide variety of businesses that were clients of the firm. 

During my service in the regulatory section of our firm, I have been involved in rate cases 

and other regulatory matters concerning electric, gas, telephone, water, and sewer utility 

companies. My present work consists primarily of analyzing rate case and regulatory 

filings of public utility companies before various regulatory commissions, and, where 

appropriate, preparing testimony and schedules relating to the issues for presentation 

before these regulatory agencies. 

I have performed work in the field of utility regulation on behalf of industry, state 

attorneys general, consumer groups, municipalities, and public service commission staffs 

concerning regulatory matters before regulatory agencies in Alabama, Alaska, Arizona, 

Arkansas, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Indiana, Illinois, 

Kansas, Kentucky, Louisiana, Maine, Maryland, Michigan, Minnesota, Mississippi, 

Missouri, New Jersey, New Mexico, New York, Nevada, North Dakota, Ohio, 

Pennsylvania, South Carolina, South Dakota, Texas, Utah, Vermont, Virginia, 

Washington, Washington D.C., West Virginia and Canada as well as the Federal Energy 

Regulatory Commission and various state and federal courts of law. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q* 
A. 

Have you prepared an attachment summarizing your educational background and 

regulatory experience? 

Yes. Attachment RCS-1 provides details concerning my experience and qualifications. 

On whose behalf are you appearing? 

I am appearing on behalf of the Arizona Corporation Commission (“ACC” or 

“Commission”) Utilities Division Staff (“Staff). 

Have you previously testified before the Arizona Corporation Commission? 

Yes. I have previously testified before the Commission on a number of occasions. I 

testified before the Commission in the most recent Arizona Public Service Company 

(,‘MSyy) rate case, Docket No. E-01345A-11-0224. I also testified in Docket No. E- 

01345A-06-0009, involving an emergency rate increase request by MS, and APS’s 

Docket Nos. E-01345A-05-0816, E-01345A-05-0826 and E-0134511-05-0827, concerning 

proceedings involving APS base rates and other matters. I testified before the 

Commission in the Arizona-American Water Company in Docket Nos. W-O1303A-09- 

0343 and SW-01303A-09-0343. I also testified before the Commission in the last UNS 

Gas, Inc. (“UNSG”) rate case, Docket Nos. G-04204A-06-0463, G-04204A-06-0013 and 

6-04204A-05-083 1, and in the last UNS Electric, Inc. rate case Docket No. E-04204A-06- 

0783, as well as Southwest Gas Corporation (“SWG”) rate cases, G-01551A-07-0504 and 

G-0 1 5 5 1A-10-045 8. 

What is the purpose of the testimony you are presenting? 

The purpose of my testimony is to address the rate base, adjusted net operating income 

and revenue requirement proposed by UNS Electric, Inc. (“UNSE” or “Company”). I also 

address changes requested by the Company for its Purchased Power and Fuel Adjustment 

Clause (“PPFAC”). 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 
25 

I 

Direct Testimony of Ralph C. Smith 
Docket No. E-04204A-12-0504 
Page 4 

I 

Q. 

A. 

Have you prepared any exhibits to be filed with your testimony? 

Yes. Attachments RCS-2 through RCS-5 contain the results of my analysis and copies of 

selected documents that are referenced in my testimony, respectively. 

II. REVENUEREQUIREMENT 

Q. 

A. 

What issues are addressed in your testimony? 

My testimony addresses the Company’s proposed revenue requirement and selected other 

issues. 

Q. What revenue increase has been requested by UNSE? 

A. UNSE is requesting an increase in base rate revenues of $7.5 million, or approximately 4.6 

percent, based on UNSE’s adjusted retail electric revenues at current rates of $162.190 

million. The revenue amount is from Company Schedule C-1 in UNSE’s filing and is also 

shown on Staff Schedule C in Attachment RCS-2. 

Q. What revenue increase does Staff recommend? 

A. Staff recommends a revenue increase of no more than $1.41 million on adjusted fair value 

rate base. As shown on Schedule A, my calculations show a jurisdictional revenue 

deficiency of approximately $1.318 million on original cost rate base (“OCRB”), of 

$1.318 million on fair value rate of return (“FVROR”) alternative 1, and $1.888 million 

under FVROR alternative 2. The recommended revenue increase of $1.41 million is 

equivalent to a 9.3% return on equity on OCRB as shown on Schedule D, page 5 ,  and 

discussed in the testimony of Staff witness Parcell. 
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A. 

Q- 
A. 

Q. 
A. 

Test Year 

What test year is being used in this case? 

UNSE’s filing is based on the historic test year ended June 30,2012. S t a r s  calculations 

use the same historic test year. 

Could you please discuss the test year concept? 

Yes. In Arizona, a historic test year approach is used. Various adjustments are made to 

the historic test year amounts to ensure that there is a matching of investment, revenues 

and expenses. Rate base items, such as plant in service and accumulated depreciation, are 

based on the actual level as of the end of the historic test year. Several rate base items that 

tend to fluctuate from month to month, such as materials and supplies and prepayments, 

are based on a test year average level. Since end of test year net plant in service is used, 

revenues are annualized based on end of test year customer levels. Additionally, certain 

expenses, such as depreciation and payroll costs, are annualized based on end of test year 

levels. This is to ensure that the going-forward revenue and expense levels are matched 

with the investment (net plant-in-service) used to serve those customers. 

As time goes forward, changes in the Company’s cost structure will occur. For example, 

rate base will increase as new plant is added to serve new customers, revenue will increase 

as customers are added, expenses will fluctuate, etc. It is very important to be consistent 

with a test period approach to ensure that there is a consistent matching between 

investment, revenues and costs. Any adjustments that reach beyond the end of the historic 

test year must be very carefully considered before being adopted. 
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B. 

Q. 
A. 

C .  

Q. 
A. 

Q. 
A. 

Summary of Company Proposed and Staff Adjusted Revenue Requirement 

What did your review of UNSE's filing indicate? 

As shown on Attachment RCS-2, Schedule A, column C, based on the weighted cost of 

capital recommended by Staff witness David Parcell for application to OCRB, and the 

adjustments to UNSE's rate base and net operating income recommended by myself, I 

have calculated a jurisdictional base rate revenue requirement deficiency on OCRB of 

approximately $1.3 18 million. As also shown on Schedule A, page 1, columns D and E, I 

have calculated a base rate increase of approximately $1.3 18 million using a FVROR of 

5.79 percent and approximately $1.888 million using a FVROR of 5.91 percent. UNSE 

should receive a base rate increase of no more than $1.41 million in this case based on a 

FVROR of 5.81 percent. This represents an overall increase of approximately 0.82 

percent and an OClU3 equivalent ROE of approximately 9.3 percent.' 

Organization of Staff Accounting Schedules 

How are Staffs accounting schedules organized? 

Stafrs accounting schedules are presented in Attachment RCS-2. They are organized into 

summary schedules and adjustment schedules. The summary schedules consist of 

Schedules A, A-1, B, B.1, C, C.l and D. Attachment RCS-2 also contains rate base 

adjustment Schedules B-1 and B-2 and net operating income adjustment Schedules C-1 

through C-1 1 . 

What is shown on Schedule A of Attachment RCS-2? 

Attachment RCS-2 presents the Staff Accounting Schedules and revenue requirement 

determination. Schedule A presents the overall financial summary, giving effect to all the 

adjustments I am recommending in my testimony. This schedule presents the change in 

See, e.g., Exhibit RCS-2, Schedule D, page 5.  
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the Company’s gross revenue requirement needed for the Company to have the 

opportunity to earn Staffs recommended rate of return on Staffs proposed Original Cost 

and Fair Value rate bases. The rate base and operating income amounts are taken fiom 

Schedules B and C, respectively. The overall rate of return on original cost rate base of 

7.70 percent, as presented in the prefiled testimony of Staff witness Parcell, is provided on 

Schedule D for convenience, as are the derivation of Staffs recommended fair value rate 

of return. 

Columns A and B of Schedule A replicate UNSE’s proposed calculations of the revenue 

deficiency. Columns C, D, E and F of Schedule A present Staffs determination of the 

base rate revenue deficiency on OCRB and FVRB. Column C reflects Mr. Parcell’s 

recommended overall weighted cost of capital for OCRB. Columns D, E and F use Staffs 

proposed fair value rate of return, whch is explained in my testimony and in the testimony 

of Staff witness Parcell. 

The operating income deficiency shown on line 5 of Schedule A is obtained by subtracting 

the operating income available on line 4 (operating income as adjusted) fiom the required 

operating income on line 3. Line 7 represents the gross base rate revenue requirement 

deficiency, which is obtained by multiplying the income deficiency by the gross revenue 

conversion factor (“GRCF”). The derivation of the GRCF is shown on Schedule A-1 . 

Q. 
A. 

What rates of return has Staff applied to the FVRB increment? 

Similar to information presented by Staff to the Commission in a remand proceeding, 

Docket No. W-02113A-04-0616, concemhg Chaparral City Water Company, and in some 

other recent rate cases, I have presented on Schedule D and Staffs recommended FVROR 

and two alternative ways of determining a FVROR for UNSE, including: 
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0 Staffs recommendation, With Fair Value Rate Base Increment at 0.080 percent 

(equivalent ROE on OCRB of 9.3 percent), FVROR of 5.81 percent. 

0 Alternative 1 - With Fair Value Rate Base Increment at Zero Cost, FVROR of 5.79 

percent 

0 Alternative 2 - With Fair Value Rate Base Increment at 0.5 percent, FVROR of 

5.91 percent 

The details for each FVROR calculation are shown on Schedule D, and are addressed in 

the testimony of Staff witness Parcell. I believe that this information and Staffs 

recommended FVROR in the current UNSE rate case that was made after considering 

these alternatives appropriately fulfills the requirement of the Arizona Constitution that 

the Commission must base rates on a utility’s fair value. 

Q* 
A. 

Q. 

A. 

Q. 
A. 

What is shown on Schedule A-l? 

Schedule A-1 shows the derivation of  the GRCF. The GRCF is used to convert the net 

operating income deficiency into a revenue deficiency amount. 

How does the GRCF recommended by Staff compare with the GRCF contained in 

UNSE’s filing? 

As shown on Schedule A-1, Staff recommends a GRCF of 1.6333, which is the same 

GRCF proposed by the Company. 

What is shown on Schedule B? 

Schedule B presents UNSE’s proposed adjusted test year Original Cost and Fair Value 

rate base and Staffs proposed adjusted test year Original Cost and Fair Value rate base. 

The beginning rate base amounts presented on Schedule B are taken fiom the Company’s 

filing for the test year, specifically UNSE Schedule B-1. Staffs recommended 

adjustments to rate base are summarized on Schedule B. 1. I have prepared a Schedule B. 1 
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for adjustments to UNSE’s proposed original cost rate base. Because some of the Staff 

adjustments differ between OCRT3 and Reconstruction Cost New Depreciated (“RCND”) 

rate base, I have prepared a separate Schedule B.l each for OCRB and RCND amounts. 

Schedules B-1 through B-2 provide fuI.eher support and calculations for the rate base 

adjustments Staff is recommending. 

Q. 
A. 

Q* 
A. 

Q. 
A. 

How was the fair value basis of rate base determined? 

As shown on Attachment RCS-2, Schedule B, the fair value rate base was determined by 

weighting Original Cost and Replacement Cost New Less Depreciated (“RCND”) rate 

base information. For purposes of this presentation, I have used the Company’s OCRB 

and RCND information as the starting point for Staffs derivation of the fair value rate 

base. 

What shown on Schedu ! C? 

The starting point on Schedule C is UNSE’s adjusted test year net operating income, as 

provided on Company Schedule C-1 . Staffs recommended adjustments to UNSE’s 

adjusted test year revenues and expenses are summarized on Schedule C. 1. Each of the 

adjustments is discussed in my testimony. 

Schedules C-1 through C-1 1 provide further support and calculations for the net operating 

income adjustments Staff is recommending. 

What is shown on Schedule D? 

Schedule D summarizes the capital structure and cost of capital that was proposed by 

UNSE and the capital structure and cost of capital that is recommended by Staff witness 

Parcell. As noted above, Schedule D also presents two alternative calculations of a 
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FVROR that were considered by Staff in developing Staffs recommended FVROR for 

use with the S t a F s  adjusted fair value rate base. 

D. 

Q- 
A. 

Q. 
A. 

Q. 

A. 

Return on Fair Value Rate Base 

How was the fair value basis of rate base determined? 

As shown on Attachment RCS-2, Schedule B, the EVRB was determined by averaging 

OCRB and RCND. For purposes of this presentation, the Company’s RCND information 

was used as the starting point for Staffs derivation of the FVRB. Adjustments were made 

to the RCND rate base as shown on Attachment RCS-2, Schedule B. 

How did UNSE determine the rate of return to apply to FVRB in its filing? 

In UNSE’s filing, as shown on Schedule A-1, the Company applied its proposed EVROR 

to its adjusted FVRB. On that Schedule in the Fair Value column, UNSE calculates an 

increase in gross revenue requirements of approximately $5.688 million. UNSE added to 

that $1.834 million for an additional base rate revenue increase for the adjusted FVRB, for 

a total requested base rate revenue increase of $7.523 million. 

Describe how the required operating income amount has been calculated as it relates 

to the calculation of the FVROR. 

Prior to a 2007 Arizona Court of Appeals decision: the Commission had traditionally 

determined operating income by multiplying the Weighted Average Cost of Capital 

(“WACC”) by the OCRB. The resulting product was then divided by the FVRB to 

determine a FVROR. The Arizona Court of Appeals found that the Commission did not 

comply with Article 15, Section 14 of the Arizona Constitution when it set rates based on 

original cost instead of fair value. However, the Court noted: “If the Commission 

’ Chaparral City Water Co v Ariz Coy. Comm ‘n, 1 CA-CC 05-0002 (Ariz. App. Feb. 13,2007) 
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Q. 

A. 

determines that the cost of capital analysis is not the appropriate methodology to 

determine the rate of return to be applied to the FVRB, the Commission has the discretion 

to determine the appropriate methodology.” The Commission, in Decision No. 70441 

adopted a FVROR based on the WACC modified to reflect a 2.00 percent reduction to the 

cost of equity, but not to the cost of debt. In Decision No. 71308, the Commission 

calculated the FVROR by subtracting an inflation factor fiom both the debt and equity 

components of the WACC. In other cases, the Commission has reviewed the evidence 

presented by the parties and used its judgment to derive the FVROR. 

How has Staff calculated the FVROR and addressed the ruling in the Court of 

Appeals decision for purposes of the current UNSE rate case? 

In addition to its recommendation, Staff is presenting two alternatives for the FVROR 

range as shown on Schedule D. The results of each of those alternatives for the FVROR 

are shown on Schedule A in columns D and E, and Staffs recommendation is presented in 

column F. Schedule D of Attachment RCS-2 shows the derivation of the fair value rate of 

return for application to the FVRB. On Schedule A of Attachment RCS-2, Staffs 

adjustment to the weighted cost of capital as described by Mr. Parcell in his Direct 

Testimony was applied. Based on Parcell’s recommendation concerning the FVROR, 

Staff recommends a revenue requirement increase of not more than the $1.41 million 

shown on Schedule A in column F. This equates to an increase of 0.82 percent over 

adjusted base rate revenues for UNSE at current rates, and is equivalent to an ROE of 9.3 

percent on OCRl3, as shown on Schedule D, page 5, and discussed in the testimony of 

Staff witness Parcell. 
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Company I Staff Difference 

III. 

Q. 

A. 

Q. 
A. 

B-1 

Q. 
A. 

Original Cost of Rate Base $ 216,574 $ 211,527 $ (5,0483 

ADJUSTMENTS TO RATE BASE 

Have you prepared a schedule that summarizes Staffs proposed adjustments to rate 

base? 

Yes. As noted above, the adjusted rate base is shown on Schedule B and the adjustments 

to UNSE’s proposed rate base are shown on Schedule B.l. A comparison of the 

Company’s proposed rate base and Staffs recommended rate base on an Original Cost 

and Fair Value basis is presented below: 

RCND Rate Base 1 %  356,0771 $ 351,0291 $ (5,048; 
Fair Value Rate Base 1 %  286,3261 $ 281,2781 $ (5,048: 

Please discuss Staffs adjustments to UNSE’s proposed rate base. 

Staff has made two adjustments to UNSE’s proposed rate base. 

designated as Staff Adjustments B-1 and B-2. Each adjustment is discussed below. 

These have been 

Post Test Year Plant Not In Service 

Please explain the adjustment shown on Schedule B-1. 

Staff has removed the portion of the Company’s request for post test year plant for plant 

that Staff has determined is not in service. The Company proposed to include in rate base 

$5.755 million of post test year plant for a renewable plant project, aka the Rio Rico 

Project. UNSE estimated an in-service date for the project of May 2013; however, an 

analysis described in the direct testimony of Staff witness Mike Lewis, based on his on- 

site inspection and review of documents indicates that this project is not currently in 

service and is not close to being in service. Because it is not in service, it is being 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

1s 

2c 

21 

2; 

2: 

2L 

2: 

2t 

Direct Testimony of Ralph C. Smith 
Docket No. E-04204A-12-0504 
Page 13 

removed. The adjustment shown on Schedule B-1 removes this fiom Plant and also 

removes UNSE’s related adjustments to Accumulated Depreciation and Accumulated 

Deferred Income Taxes (“ADIT”). 

Q. 
A. 

B-2 

Q. 
A. 

Iv. 

Q. 

A. 

Is there a related adjustment to operating expenses? 

Yes. Exhibit RCS-2, Schedule C-1, presents a related adjustment to remove Depreciation 

Expense and pro forma Property Tax Expense on the Company-proposed post test year 

plant addition which is not in service. 

Remove One-Half of Prepaid Directors and Officers (,,D&O”) Insurance 

Please explain Staff Adjustment B-2. 

This adjustment reduces jurisdictional rate base by $12,000 to remove one-half of the 

prepaid D&O insurance that UNSE had included in rate base. As discussed in more detail 

in conjunction with Staff adjustment C-6, Staff has recommended that the cost of D&O 

insurance be shared equally between shareholders and ratepayers. The adjustment to 

prepaid insurance expense on Schedule B-2, although small in amount, is being made to 

be consistent with the adjustment to D&O Insurance Expense shown on Schedule C-6. 

ADJUSTMENTS TO OPERATING INCOME 

Please describe how you have summarized Staff’s proposed adjustments to operating 

income. 

Schedule C swnmarizes Staffs recommended net operating income. Schedule C.l 

presents Staffs recommended adjustments to Arizona test year revenues and expenses. 

The impact on state and federal income taxes associated with each of the recommended 

adjustments to operating income is also reflected on Schedule C.l. UNSE’s proposed 

adjusted test year net operating income is $14.608 million, whereas Staffs recommended 
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adjusted net operating income is $15.471 million. The recommended adjustments to 

operating income are discussed below in the same order as they appear on Schedule C. 1. 

*l 

Q. 

A. 

c-2 

Q. 
A. 

Depreciation and Property Tax Expense on Post Test Year Plant Not In Service 

Please explain the adjustment for Depreciation and Property Tax Expense on Post 

Test Year Plant Not In Service. 

This adjustment removes pro forma Depreciation and Property Tax Expense on Post Test 

Year Plant that is not in service. As shown on Exhibit RCS-1, Schedule C-1, page 1, the 

Company’s request for Depreciation Expense is reduced by $494,000. As shown on 

Exhibit RCS-1, Schedule C-1, page 2, the Company’s request for Property Tax Expense is 

reduced by $12,288. 

Post Test Year Pay Increases 

What has UNSE proposed for post-test year pay increases? 

Company witness Dukes states at page 15 of his Direct Testimony that UNSE’s Payroll 

expense adjustment is not fully consistent with the one approved in its last rate case. 

Rather, UNSE used a simplified approach that he claims was approved in the most recent 

TEP3 and UNSG4 rate cases. The Company in its payroll adjustment used two rounds of 

pay increases at an average increase rate of 2.65%. UNSE used a 2.5% increase for 

classified employees and 3.0% for unclassified employees, and arrived at its proposed 

average increase of 2.65%. As shown on the Company’s f i h g  Income - Payroll 

Expense.pdf, UNSE(0504)003915, this 2.65% increase rate was derived from weighted 

rates of 2.5% for Classified Wages and 3.0% for Unclassified Wages respectively. The 

Company applied this average increase of 2.65% to derive its proposed increases for two 

additional post-test year periods of payroll expense. 

Approved in the June 1 1,20 13 Open Meeting. A final Order has not yet been issued in this matter. 
DecisionNo. 73142 datedMay 1,2012. 
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Q. 
A. 

c-3 

Q. 

A. 

Please explain Staff‘s adjustment. 

As shown on Schedule C-2, Staff‘s adjustment has applied a lower weighted average pay 

increase based on more current information for actual pay increases that was provided in 

UNSE’s responses to discovery. The Company’s responses to data requests STF 7.01 and 

STF 7.02 indicate that the pay increases have been 2.0 and 2.5 percent for union and non- 

union employee groups, respectively. The Company’s response to STF 7.01 indicates that 

the percentages of 2.5% for Classified Wages and 3.0% for Unclassified Wages were 

projected based on market data and internal Company discussions, as they had not yet 

occurred when the rate case was filed. The increases assumed by UNSE were higher than 

the increases that have actually occurred; thus, UNSE’s proposed payroll adjustment is 

overstated and should be reduced. Staffs adjustment therefore applies a lower weighted 

average pay increase, based on the information provided by UNSE in response to 

discovery. Staffs adjustment C-2 decreases UNSE’s requested post test year payroll 

increases by adjusting the rate of pay increases of 2.65% per year that was used by the 

Company down to the actual levels of pay increases that were identified in response to 

discovery. The reduction to UNSE’s requested payroll expense is $24,304 on an ACC 

jurisdictional basis, as shown on Schedule C-2, line 3. Payroll tax expense related to this 

is reduced by $2,017, as shown on Schedule C-2, line 5. 

Rate Case Expense 

What amount of rate case expense is the Company requesting recovery for in this 

case? 

UNS Electric is requesting recovery of $500,000 for current rate case expenses over 2.5 

years for an annual allowance of $200,000 per year. 
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Q. 

A. 

Q- 
A. 

Q* 
A. 

Q. 

A. 

C-4 

Q. 
A. 

Do you agree with the Company's proposed amount of rate case expense for this 

case? 

No. The total amount of rate case expense is excessive and would represent an 

unreasonable burden on ratepayers. Additionally, the amount included in rates for an 

allowance for rate case expense should be understood to be a normalized amount, not an 

amortization. 

What total amount of rate case expense was allowed in the last UNSE rate case? 

The allowance for rate case expense was based on a total amount of $300,000 for rate case 

expenses in its prior rate case, Docket No. 6-04204A-09-0206, normalized over a period 

of three years, for an annual allowance of $100,000 per year. 

How does the current UNSE rate case compare with the last UNSE rate case? 

It appears to be similar if not simpler. 

What do you recommend for the allowance for rate case expense for UNSE in this 

proceeding? 

I recommend an annual allowance of $100,000, based on normalizing a total amount of 

$300,000 over a three-year period. Schedule C-3 reduces the Company's proposed annual 

allowance for current rate case costs by $100,000. 

Incentive Compensation Expense 

Please explain Staff Adjustment C-4. 

This adjustment provides for the allocation of 50 percent of the test year expense for the 

incentive compensation to shareholders. Test year expense for incentive compensation 

expense proposed by UNSE is reduced by $98,600. Related payroll tax expense is 

decreased by $1,692. 
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Q. 

A. 

Q* 
A. 

Please explain why a 50 percent allocation to shareholders is appropriate for an 

incentive compensation program. 

In general, incentive compensation programs can provide benefits to both shareholders 

and ratepayers. The removal of 50 percent of the incentive compensation expense, in 

essence, provides an equal sharing o f  such cost, and therefore provides an appropriate 

balance between the benefits attained by both shareholders and ratepayers. Both 

shareholders and ratepayers stand to benefit fiom the achievement of performance goals; 

however, there is no assurance that the award levels included in the Company’s proposed 

expense for the test year will be repeated in future years. 

Please briefly discuss the key provisions of the incentive compensation program. 

The Companyk response to Uniform Data Request (“UDR”) 1.34 states UNSE’s non- 

union employees participate in UNSE’s short-term incentive program (“PEP”), which is 

tied to annual compensation. The structure of the PEP determines eligibility for certain 

bonus levels by measuring UNSE’s performance in four categories: (1) Investors; (2) 

Customers; (3) CommunityEnvironmental; and (4) Employees. Levels of achievement in 

each category are assigned percentage-based “scores.” Those scores are combined to 

calculate the final payout level. The amount made available for bonuses through this 

formula may range from 15% to 147.5% maximum of the targeted payout level. Over the 

period of 2009-2012, the Investor category has encompassed a range of 35%-40% of the 

bonus structure, the Customer category has ranged from 30-35%, and the 

CommunityEnvironmental and Employees categories respectively account for 15% each. 

As explained in the Company’s response to UDR 1.34: 

The scores from each goal are totaled and then multiplied by the targeted 
bonus of each employee to determine the total available dollars to be paid 
out. Targeted bonus percentages, as a percent of base salary, range from 
3% - 14% for regular unclassified employees, and 20-25% for senior 
management level employees. Bonus percentages, as a percent of base 



1 
2 
3 
4 

5 

6 

7 

8 

9 

10 
11 
12 
13 
14 
15 
16 

17 
18 
19 
20 

21 

22 

23 

24 

25 

26 
27 

28 

29 

30 

31 

32 

Direct Testimony of Ralph C. Smith 
Docket No. E-04204A-12-0504 
Page 18 

Q. 

A. 

Q. 

A. 

Q. 

A. 

salary, are used in the calculation of total available dollars, and actual 
awards may vary at management's discretion based on individual employee 
contribution. If a payout is achieved, employee PEP bonuses will be 
distributed near the end of the first quarter the following year. 

Does UNSE recognize that its proposed treatment of incentive compensation expense 

in the current case represents a conscious deviation from principles and policies 

established in prior Commission Orders? 

Yes. The response to data request UDR 1.62 stated': 

b. In Commission Decision No. 71914 (September 30, 2010), based on the 
Direct Testimony of Commission Staff witness, Dr. Thomas H. Fish, 50 
percent of the incentive compensation expense was removed. To cite Dr. 
Fish's testimony, "Since both Company stock holders and rate payers 
benefit fi-om PEP incentive compensation I recommend that the Company 
share the incentive compensation expenses with the owners of the . 
Company for PEP-related incentive compensation.'' 

UNS Electric is requesting full recovery of the normal and recurring level 
of incentive compensation expense for unclassified employees and 50% of 
incentive compensation for officer and senior management level 
employees. 

What reasoning does UNSE give for its request to recover 100% of its incentive 

compensation expense despite prior Commission Orders? 

In his Direct Testimony at page 26, Company witness Dukes cited Arizona Public Service 

Company rate case Decision No. 69663: 

"Arizona Public Service Company ("APS") - Decision No. 69663: allowed 
recovery of 100% of APS' Cash-Based Incentive Compensation program." 

What criteria has the Commission found important in deciding issues concerning 

utility incentive compensation in recent cases? 

The criteria the Commission has found important in deciding this issue in recent cases are 

described in various orders, which have addressed the treatment of utility incentive 

See Attachment RCS-3. 
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compensation expense for ratemaking purposes. In Decision No. 68487 (February 23, 

2006), the Commission adopted Staffs recommendation for an equal sharing of costs 

associated with the SWG Management Incentive Plan (“ME”’) expense. For example, in 

reaching its conclusion regarding SWG’s MIP, the Commission stated in part on page 18 

of Decision No. 68487 that: 

We believe that Staffs recommendation for an equal sharing of the costs 
associated with MIP compensation provides an appropriate balance 
between the benefits attained by both shareholders and ratepayers. 
Although achievement of the performance goals in the MIP, and the 
benefits attendant thereto, cannot be precisely quantified there is little 
doubt that both shareholders and ratepayers derive some benefit from 
incentive goals. Therefore, the costs of the program should be borne by 
both groups and we find Staffs equal sharing recommendations to be a 
reasonable resolution. 

Q. 

A. 

Q. 

A. 

Do UNSE’s shareholders and customers both benefit from the achievement of 

incentive compensation program? 

Yes. Shareholders benefit from the achievement of financial goals. Additionally, 

shareholders benefit from the achievement of expense reduction and expense containment 

goals between rate cases. 

achievement of customer service goals. 

Shareholders and ratepayers can both benefit from the 

Have the facts changed materially since the last UNSE rate case that a different 

result concerning the sharing of incentive compensation expense should occur? 

No, I don’t believe so. The rationale for the 50 percent allocation to shareholders of this 

expense in this case appears to be consistent with the Commission’s findings concerning 

SWG’s MIP in Decision No. 68487, and findings about UNSG’s incentive compensation 

expense in Decision No. 70011. 

(Docket No. G-04204-06-0463 et al) the Commission stated in part on page 27: 

In Decision No. 70011 dated November 27, 2007, 

We believe that Staff’s recommendation provides a reasonable balancing of 
the interests between ratepayers and shareholders by requiring each group 
to bear half the cost of the incentive program. 
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Q. 
A. 

Q- 

A. 

Did UNSG appeal Decision No. 70011? 

No. 

Was an equal sharing of incentive compensation expense ordered in other recent 

Commission decisions in rate cases involving Arizona utilities? 

Yes. In Decision No. 70360 (May 27,2008), in the UNS Electric, Inc. rate case, Docket 

No. E-04204A-06-0783, the Commission stated at page 21: 

Consistent with our finding in the UNS Electric rate case (Decision No. 
70011, at 26-27), we believe that Staffs recommendation provides a 
reasonable balancing of the interests between ratepayers and shareholders 
by requiring each group to bear half the cost of the incentive 
pro gram... Given that the arguments raised in the UNS Electric case are 
virtually identical to those presented in this case, we see no reason to 
deviate fiom that recent decision. 

Finally, in Decision No. 70665 (December 24, 2008), SWG rate case Docket No. G- 

01551A-07-0504, the Commission stated at page 16: 

In the last Southwest Gas rate case, as well as several subsequent cases: 
we disallowed 50 percent of management incentive compensation on the 
basis that such programs provide approximately equal benefits to 
shareholders and ratepayers because the performance goals relate to 
financial performance and cost containment goals as well as customer 
service elements. (Decision No. 68487 at 18.) In that Decision, we stated: 

In Decision No. 64172, the Commission adopted Staffs 
recommendation regarding MP expenses based on Staffs claim 
that two of the five performance goals were tied to return on equity 
and thus primarily benefited shareholders. We believe that Staffs 
recommendation for an equal sharing of the costs associated with 
MIP compensation provides an appropriate balance between the 
benefits attained by both shareholders and ratepayers. Although 
achievement of the performance goals in the ME’, and the benefits 
attendant thereto, cannot be precisely quantified there is little doubt 
that both shareholders and ratepayers derive some benefit fiom 
incentive goals. Therefore, the costs of the program should be 
borne by both groups and we find Staffs equal sharing 
recommendation to be a reasonable resolution. 

(Id.) We believe the same rationale exists in this case to adopt the position 
advocated by Staff and RUCO to disallow 50 percent of the Company’s 
proposed MIP costs4 
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3See UNS Electric, Inc., Decision No. 7001 1 (November 27, 2007) at 27; A r i Z o ~  Public 
Service Co., Decision No. 69663 (June 28, 2007) at 27; and UNS Electric, Inc., Decision 
No. 70360 (May 27,2008) at 21. 

40n the same basis, we will also disallow 100 percent of the Southwest Gas stock 
incentive plan (“SIP”). The costs related to similar incentive plans were recently rejected 
for APS and UNS Electric. (See Ex. S-12 at 32-34.) As was noted in the APS case, stock 
performance incentive goals have the potential to negatively affect customer service, and 
ratepayers should not be required to pay executive compensation that is based on the 
perfonnance of the Company’s stock price. (Decision No. 69663 at 36.) 

Q. 

A. 

Q. 

A. 

c-5 

Q. 
A. 

Shot 1 the 50/50 ratepayerkhareholder sharing that the Commission applied to 

utility incentive compensation in UNSE’s last rate case be modified to a 100 percent 

ratepayer responsibiiity for the non-executive portion of cost based on the analysis 

requested by UNSE? 

No. The 5050 sharing of UNSE’s incentive compensation program cost ordered by the 

Commission in Decision No. 70011 should continue to apply in the current TJNSE rate 

case. 

Please summarize your recommendation concerning UNSE’s incentive compensation 

expense. 

I recommend continuing the 50% allocation for UNSE’s incentive compensation expense 

to shareholders ordered by the Commission in Decision No. 71914. This results in a 

reduction to test year expense of $100,291, as shown on Schedule C-4. 

Injuries and Damages 

What did UNSE reflect for Injuries and Damages Expense? 

As shown on Schedule C-5, the Company proposes to use a 3-year average ending June 

30, 2012 as the basis for its requested amount. The Company requests an increase of 

$313,480 to the amount of its recorded test year expense. This increase is based on 

UNSE’s proposed use of a 3-year average for the period ending June 30, 2012. The 

Company’s requested increase is primarily caused by a $1 million expense recorded for 
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the insurance deductible amount that was paid, pertaining to a truck accident on October 

20, 2009. An expense of this size is unusual and nonrecurring. The Company has not 

demonstrated that it is normal for a $1 million expense to occur, or for it to occur 

approximately every three years. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Are there additional concerns about the UNSE request for the $1 million amount 

recorded in 2009? 

Yes. This Company request for a large expense amount recorded over three years ago 

raises retroactive ratemaking concerns. The Company had not demonstrated that it 

requested or received any authority to defer for future recovery this unusually large 

expense that it recorded in 2009. Thus, additional concern about retroactive ratemaking 

argue in favor of removing that 2009 expense, and not providing for prospective recovery 

of this past expense. 

How does the $1 million 2009 amount compare with amounts recorded by the 

Company in 2010,2011 and 2012? 

The comparable amounts recorded by the Company in calendar years 2010 and 201 1 were 

zero and in 2012 was $10,000. 

What does Staff recommend for Injuries and Damages Expense? 

As shown on Schedule C-5, Staffs proposed adjustment is based on a more current three- 

year average (for calendar years 2010, 201 1 and 2012) that does not include the unusual 

$1 million expense amount that was recorded by UNSE in 2009. Staffs adjustment 

reduces the UNSE request by $330,270 on an ACC jurisdictional basis. 
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C-6 

Q- 
A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

D&O Liability Insurance 

Please explain Staff Adjustment C-6. 

This adjustment removes one-half of the D&O Liability Jnsurance expense and reduces 

test year O&M expense by $44,106. The removal of one-half of this expense reflects an 

equal (i.e., 50/50) sharing of the cost for this insurance between shareholders and 

ratepayers. 

Why should the cost of the D&O Liability Insurance expense be shared between 

shareholders and ratepayers? 

This type of insurance coverage usually comes into play when a shareholder sues the 

officers and directors of a public company, such as UNSE’s parent UniSource Energy. 

Thus, it helps protect the officers and directors from the costs of a shareholder lawsuit. 

Shareholders benefit fiom payouts under the policy that would reduce the cost not 

recoverable from ratepayers. On the other hand, ratepayers benefit fiom this because 

having such insurance improves the ability of the publicly traded parent corporation to 

attract and retain qualified directors and officers and enables the directors and officers to 

make decisions without fear of personal liability. Consequently, it is reasonable for 

shareholders to bear some of the cost for the D&O liability insurance. 

Was this adjustment made in UNSE’s last rate case? 

To my knowledge, it was not. 

Did Staff recommend a similar adjustment in the most recent SWG Arizona rate 

case? 

Yes, and a similar adjustment was also made in SWG’s Nevada rate case, Nevada PSC 

Docket No. 09-04003, and adopted by the Nevada Commission in an order dated October 

29,2009. Southwest’s D&O Liability Insurance expense is a “system allocable” expense, 
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meaning that it is incurred at Southwest’s corporate headquarters and the cost is allocated 

to the divisions. Thus, a portion of the same SWG D&O Liability Insurance expense that 

was recently disallowed in Nevada was being allocated to Arizona, and was adjusted for 

50/50 sharing by Staff in the SWG most recent Arizona rate case, Docket No. G-01151A- 

10-0458.6 

Similarly, UNSE’s D&O Insurance Expense represents a cost that is allocated to UNSE 

from affiliates. 

Q. 

A. 

Q. 

A. 

Have other regulatory commissions besides Nevada made a simiiar adjustment for 

sharing of D&O Liability Insurance Expense between shareholders and ratepayers? 

Yes; The Nevada Commission order in the last SWG rate case, at page 47, paragraph 157, 

cites two states (Arkansas and California) that have required a sharing of D&O Liability 

Insurance expense between ratepayers and shareholders on a 50-50 bask7 We are aware 

of at least two other commissions (Connecticut and Florida) that have made adjustments 

for a ratepayer and shareholder sharing of D&O Liability Insurance expense. Connecticut 

has also required shareholders to share a portion of the cost of D&O Liability Insurance 

expense, with the shareholder portion varying from 50% to 75% in different cases. 

Have you included an attachment with excerpts from the orders of which you are 

aware which have made such findings concerning sharing of D&O Liability 

Insurance Expense between shareholders and ratepayers? 

Yes. Attachment RCS-5 contains excerpts from such orders. 

Southwest Gas’ most recent Arizona rate case resulted in a settlement being reached by most of the parties 
to that case, which incorporated this Staff adjustment. The Commission’s Final Order incorporated that 
adjustment. 

’ To date, we have not located the Arkansas and California commission orders which required that sharing. 
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Q. 

A. 

Q. 
A. 

c-7 

Q. 
A. 

Q* 

A. 

Q. 

A. 

Please summarize the adjustment to expense for D&O Liability Insurance sharing 

between shareholders and ratepayers. 

As shown on Schedule C-6, UNSE’s proposed test year expense for D&O Insurance of 

$88,213 should be reduced by $44,106 to reflect an allocation of 50 percent of this 

expense to shareholders. 

Is there a related adjustment to rate base? 

Yes. A related adjustment to rate base is shown on Schedule B-2 to remove 50% of the 

prepaid amount for D&O Liability Insurance. 

Edison Electric Institute and Industry Association (“EEI?’) Dues 

Please explain Staffs proposed adjustment for EEI Dues. 

This adjustment is shown on Schedule C-7 and reduces test year expense by $12,980 to 

reflect the removal of 49.93% (27.93% above the Company’s 22%) of Regular Dues and 

to remove dues for the Utility Air Regulatory Group (“UARG”). 

How does Staffs proposed adjustment for EEI dues compare with UNSE’s proposed 

treatment of such dues? 

As noted above, I recommend the removal of 49.93% of EEI Regular Dues and the 

removal of UARG dues, while UNSE’s filing reflected the removal of 22% of the EEI 

Regular Dues and zero percent of UARG. 

What information did UNSE provide concerning the specific benefits of EEI 

activities to the Company and Arizona ratepayers? 

In its response to UDR 1.54, the Company did provide information that the EEI provides 

some benefit to the utilities that comprise its membership; however, this does not negate 

the fact that a significant portion of EEI expenditures are related to programs which 
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should be disallowed for ratemaking purposes. I have included in Attachment RCS-2 a 

listing and description of the EEI's functions as listed in the March 2005 Annual Audit 

report to the National Association of Regulatory Utility Commissioners ('NARUC"), and 

have identified the percentage of EEI activities related to each function. 

Q 

A. 

Q. 

A. 

Does the information provided by UNSE show that its requested portion of EEI 

dues-funded activities is beneficial to the Company and/or to its Arizona ratepayers? 

No. UNSE has demonstrated that there is some benefit of EEI membership to the 

Company and to Arizona ratepayers from some of the EEI's functions. However, the 

Company has failed to demonstrate that ratepayers should fund activities conducted 

through an industry organization that would be subject to disallowance if conducted 

directly by the utility. The Company has failed to demonstrate that disallowances of EEI 

Regular Dues of 22% and 0% of UARG are adequate. As I will discuss below, other 

states have used a significantly higher disallowance percentage for utility EEI dues than 

UNSE is proposing here. 

To your knowledge what percentage disallowance for utility EEI dues has been used 

in other recent utility rate cases? 

In the last UNSE rate case, as described on pages 24 and 25 of Decision No. 71914, the 

Commission disallowed 49.93% of EEI dues. I recommended a 49.93% disallowance 

based on a NARUC sponsored Audit report of the Expenditures of the EEI. At pages 24 

and 25 of Decision No. 71914, the Commission stated: 

Staff recommended disallowing 49.93 percent, ... In Decision No. 70360 
we adopted Staff's position and disallowed 49.93 percent of EEI dues 
because EEI's "core dues related to legislative advocacy, regulatory 
advocacy, advertising, marketing, and public relations total 49.93 percent 
of the total dues." 

The Company failed to provide a sufficient reason why ratepayers should 
pay for advocacy, advertising, marketing, and public relations that are not 
required for the provision of electric service and do not otherwise benefit 
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ratepayers. According, we will adopt Staff’s recommendation of 
disallowing 49.93 percent of EEI dues. 

Q. 
A. 

Q- 
A. 

Q* 
A. 

How did you determine the percent disallowance for EEI dues? 

This was based upon a review of information in the most recent NARUC-sponsored Audit 

Reports of the Expenditures of the Edison Electric Institute, as well as the Commission’s 

Decision No. 71914 to UNSE’s last rate case. 

What is the purpose of the NARUC-sponsored audits of EEI expenditures? 

The purpose of the NARUC-sponsored audits of EEI expenditures is to provide regulatory 

commissions with information that is useful in helping them decide which, if any, of the 

costs of the association should be approved for inclusion in utility rates. As stated in the 

June 2001 memo to the Chairs and Chief Accountants of the State Regulatory 

Commissions included with the NARUC-sponsored audit of 1999 EEI expenditures: 

“Often, state commissioners review the costs of the association charged or allocated to the 

utilities in their jurisdiction in accordance with the policies of their commission for 

treatment of costs directly incurred by the state’s utilities for similar activities.” The 

NARUC-sponsored audit categorizes the EEI expenditures and, as stated in the 

aforementioned memo, “these expense categories may be viewed by some State 

commissions as potential vehicles for charging ratepayers with such costs as lobbying, 

advocacy or promotional activities which may not be to their benefit.’’ 

What is UARG? 

UARG is a voluntary, d hoc, not-for-profit association o f  electric generating companies 

and organizations and national trade associations. UARG’s purpose is to participate 

collectively on behalf of its members in Environmental Protection Agency’s (“EPA’’) 

rulemakings and other proceedings under the Clean Air Act (“CAA”) that affect the 

interests of electric generators and in litigation arising from those proceedings. The 
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electric utilities and other electric generating companies that are members of UARG own 

and operate power plants and other facilities that generate electricity for residential, 

commercial, industrial, institutional, and governmental customers. 

Q. 
A. 

Q. 

A. 

C-8 

Q. 
A. 

Why are you recommending that UNSE’s expense for UARG dues be removed? 

UARG represents the interests of electric generators and in litigation in EPA rulemaking 

proceedings. Other than stating that UARG’s organizational documents prohibit it from 

engaging in lobbying, UNSE has failed to provide any UARG budgets or other 

information to substantiate an allocation of the UARG costs among allowable and 

disallowable functions. Based on the lack of any budgets for UARG activities and lack of 

supporting documentation from which to ascertain an allocation of UARG dues, the entire. 

amount is being removed. 

What amount of EEI membership dues expense and UARG dues have you proposed 

be removed from test year expense? 

As shown on Schedule C-7, I have removed 49.93% or $4,993 of the $10,000 of EEI core 

dues, which removes $2,793 more than the $2,200 that UNS removed for EEI core 

membership dues. The jurisdictional cost of service is reduced by $2,704. Additionally, 

the removal of the $10,613 of UARG dues reduces the jurisdictional cost of service by 

$10,276. The total adjustment for industry association dues reduces UNSE’s requested 

expense by $12,980. 

Allocated Cost of TEP’s New Headquarters Building to UNSE 

Please explain adjustment C-8. 

As shown on Schedule C-8, this adjustment reduces the Company’s requested expense for 

the costs allocated to UNSE for the affiliated company, TEP’s new headquarters building 

in downtown Tucson, Arizona. 
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Q* 

A. 

Q. 

A. 

Q. 
A. 

How does TEP charge the affiliates, such as UNSE, for the cost related to TEP's new 

headquarters building? 

TEP charges the costs of the new headquarters building to its affiliates, UNSE, UNSG, 

and others based on TEP labor hours worked for such affiliates. TEP's calculation of the 

hourly charge-out rate, however, does not appear to reflect reductions for unused portions 

of the building, or for costs that should be excluded and not charged to ratepayers. 

Was the new TEP headquarters building being fully used to provide utility service 

when Staff toured it during the recent TEP rate case? 

No. S t a F s  tour of the new TEP headquarters building for the TEP rate case revealed that 

the new building included substantial amounts of office space that are not currently being 

used, that the new building includes retail space that has a cost, that such retail space is not 

currently being used, that the building includes a cost of approximately $16 million for 

garage/parking, and that TEP had not adequately substantiated that its allocation of new 

building costs is fair and reasonable. It appears that similar concerns persist in terms of the 

charges for the new building by TEP to UNSE as reflected in UNSE's requested cost of 

service. 

What adjustments has Staff made for the cost of the new headquarters building? 

Staff's proposed adjustment for new headquarters building cost is shown on Attachment 

RCS-2, Schedule C-8. Staff recommends that all of the cost of the building related to 

retail space be borne by shareholders. The cost of the 12,000 square feet of retail space, 

which is all currently unused, is $2.136 million. 

Staff also recommends that the cost related to unused office space be borne by 

shareholders. As shown on Schedule C-8, there is approximately 8,540 square feet of 
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vacant office and cubicle space. At $263 per square foot, the estimated cost of vacant 

office space is approximately $2.246 million. 

Staff also recommends that half of the cost of the 1 nderground gam /parking area not be 

charged to ratepayers. It is questionable that ratepayers should pay for parking by TEP 

and affiliate employees in downtown Tucson. In its response to STF 22.6(1) in the most 

recent TEP rate case, as a reason for why none of the headquarters parking needs to be 

made available to serve the 12,000 square feet of retail space, for example, TEP cited the 

Downtown Tucson Partnership web site for stating that: 

With over 15,000 spaces, parking Downtown is quick and easy. Metered 
street parking is less expensive than in almost any other city (eee on 
evenings and weekends). Private and public parking lots and .garages are 
also a great deal. You walk farther in a mall parking lot than you do 
parking anywhere Downtown. With parking Downtown, you’re never far 
from where you need to be. . . . 

With so much relatively inexpensive parking available in Downtown Tucson that could 

presumably be used by the TEP employees who are working in the new headquarters 

building, attempting to charge the full cost of the new headquarters building parking areas 

to ratepayers could be considered to be unreasonable. Additionally, Staff is aware that 

other major Arizona energy utilities, such as APS, charge their employees for parking. 

Charging employees for parking in the garage parking at the new UniSource Energy 

headquarters building in Downtown Tucson would thus be a potential non-ratepayer 

source of revenue to TEP to cover its costs of having built that parking facility into the 

new headquarters building. TEP employees working at the headquarters who are parking 

in the headquarters building parking garage rather than in the over 15,000 spaces of 

relatively inexpensive private and public parking available in Downtown Tucson should 

be asked to contribute to the cost of such parking. If employee charges for the parking are 

insufficient for TEP to recoup its costs of the parking garage, then the shareholders on 

whose behalf the TEP and UniSource boards approved the building should be responsible 
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for the cost. Given these factors, Staff believes it would be unreasonable to charge UNSE 

ratepayers for the full cost of the new headquarters building parking garage. TEP’s 

response to STF 26.07 in the most recent TEP rate case identified the cost of the parking 

structure as $10.5 million.8 Accordingly, Staff has excluded $5.25 million, or half of the 

$10.5 million cost for the headquarters parking structure, in deriving the amount for the 

new headquarters building that is included in the calculation of TEP building costs 

allocated to UNSE. 

Q- 

A. 

Q. 

A. 

Has Staff also reflected a reduction in TEP headquarters building costs charged to 

UNSE for a reduced financing cost rate? 

Yes. UNSE’s proposed amount for allocated costs for the new TEP headquarters building 

is based on a calculation that applies a TEP overall cost of capital, including a return on 

equity, and an income tax “gross-up” on the TEP equity return. In the most recent TEP 

rate case, a financing cost rate for the new TEP headquarters building that was based on 

TEP’s cost of long-term debt was utilized to determine the amount of costs to be borne by 

ratepayers. Staffs adjustment for TEP headquarters building costs allocated to UNSE 

similarly reflects the use of a financing cost based on TEP’s long-term cost of debt. 

Because interest on such debt is tax-deductible, this also eliminates the income tax “gross- 

up” on the TEP equity return that was included in the Company’s calculations. 

Has Staff made proportional adjustments to reduce insurance, depreciation and 

property taxes related to the TEP office buildings, for purposes of computing the 

charges to UNSE? 

Yes. As shown on Schedule C-8, page 2, Staff has also made adjustments to 

proportionately reduce insurance, depreciation and property taxes related to the TEP office 

If an allocation of land costs were included, the cost would be approximately $1 6.0 million. 
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building, as shown on Schedule C-8, page 2. The adjusted rate per hour for the TEP office 

building related charges is $10.18, as shown on Schedule C-8, page 2. 

Q. 
A. 

c-9 

Q- 
A. 

Q. 
A. 

Please summarize the adjustment for TEP headquarters building costs. 

As shown on Exhibit RCS-2, Schedule C-8, the adjusted allowed hourly rate for the TEP 

office buildings is $10.1 8 per hour. This compares with the $13.07 per hour cost rate used 

by UNSE. The Staff adjustment multiplies the hourly rate by the same number of hours 

used in UNSE’s calculation. As shown on Schedule C-8, page 1, Staffs adjustment 

reduces UNSE’s expense on a Total Company basis by $293,258, and by $283,933 on an 

ACC jurisdictional basis. 

Interest Synchronization 

What is interest synchronization? 

Jnterest synchronization refers to the widely accepted process used in utility ratemaking 

which involves coordinating the amount of interest deduction that is used to compute 

income tax expense for ratemaking purposes with the other elements of the ratemaking 

formula. The interest synchronization process typically involves multiplying the weighted 

cost of debt @om the recommended cost of capital) by the adjusted rate base in order to 

derive a “synchronized” amount of interest expense. The synchronized interest is then 

treated as the amount of interest deduction in computing the income tax expense. 

Please explain your interest synchronization adjustment. 

The interest synchronization adjustment applies the weighted cost of debt to the 

calculation of test year income tax expense. After adjustments, my proposed rate base 

differs fiom that of the Company. This results in an adjustment to the amount of 

synchronized interest included in the tax calculation. The calculation of the interest 

synchronization adjustment is shown on Schedule C-9. This adjustment decreases income 
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tax expense by the amount shown on Schedule C-9 and increases the Company’s achieved 

operating income by a similar amount. 

c-10 

Q* 

A. 

Q. 

A. 

Q* 
A. 

Depreciation Rates - Dismantlement Cost 

What has UNSE requested for revisions to depreciation rates for Dismantlement 

Cost? 

UNSE has requested increased depreciation expense of $716,750 on a total Company 

basis and $705,996 on an ACC jurisdictional basis. Approximately $480,931 of the total 

Company increase relates to depreciation on distribution plant additions, and $71,020 for 

increased depreciation on general plant. The Company’s workpapers attribute an 

additional amount of $127,916 relateing to the Company’s request for dismantlement 

costs for Valencia and BMGS. However, a review of the details of the Company’s 

proposed adjustments indicate that additional depreciation expense related to 

dismantlement for the Valencia and Black Mountain generating stations that has been 

included in UNSE’s jurisdictional base rate revenue requirement totals to $90,125, per the 

calculations made by UNSE in its depreciation adjustment related to dismantlement costs 

that are reproduced on Schedule C-10. 

Has dismantlement cost been included in the development of UNSE’s depreciation 

rates previously? 

No, it has not. 

Has UNSE filed a complete depreciation rate study in the current case? 

No, it has not. 
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Q. 
A. 

Q. 
A. 

How is UNSE proposing to change its depreciation rates in the current case? 

The Company is proposing to change its depreciation rates to only include costs for 

estimated dismantlement on its two generating units. This represents an unbalanced 

approach to establishing new depreciation rates since this only reflects one isolated 

element., and one that would increase depreciation expense, where, in a comprehensive 

updating, other changes affecting depreciation rates could contribute to reductions. 

What is the basis for the Company’s requested dismantlement costs? 

As noted above, UNSE has included for the first time a request for dismantlement costs. 

UNSE has made a pro forma adjustment to increase depreciation expense $90,125 for 

estimated. dismantlement for BMGS and Valencia of $1.77 1 million and $1.133 million, 

respectively. UNSE’s requested dismantlement costs appear to be based on a “greenfield” 

level of dismantlement that restores the generating plant sites to their original condition. 

The dismantlement cost study, assumed that the units would be completely dismantled and 

the plant sites restored to its original condition after the plants are no longer used to 

generate electricity. This assumption results in very high costs. If instead the retired units 

are only partially dismantled and/or if the sites are reused for subsequent production 

facilities, the actual dismantlement costs will be much less. From what we have seen so 

far, there is no legal requirement to dismantle either the BMGS or Valencia generating 

plant sites to their original condition. Moreover, there is no need to spend any money for 

dismantlement activities at either site currently or in the near future. Thus, there is no 

compelling need to charge UNSE ratepayers for estimated future dismantlement costs in 

this UNSE rate case. Also, as mentioned above, those plant sites may be ideal locations 

for future plants. If the existing plants are eventually closed, a new generating facility 

may be constructed on the same sites, which could result in a substantially lower amount 

of dismantlement costs ultimately being incurred. 
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Q* 

A. 

Q. 

A. 

c-1 1 

Q. 
A. 

Does Staff agree with UNSE’s proposal in this rate case to only update depreciation 

rates for estimated dismantlement costs on generating units? 

No. As noted above, this is unbalanced. Staff also has concerns about the levels of 

dismantlement costs, used by UNSE. There is no need to spend any money for 

dismantlement costs for either generating plant site during the time when base rates 

established in the current UNSE rate case are anticipated to be in effect. Consequently, 

Staff recommends that UNSE’s requested dismantlement costs be removed in the current 

UNSE rate case. Dismantlement costs for the Valencia plant and the BMGS can be 

considered in a future UNSE rate case where the utility presents a comprehensive 

depreciation rate study, rather than the piecemeal updating approach proposed by the 

Company in the current case. 

Please explain the adjustment for the Depreciation Expense for Dismantlement 

costs. 

Staff recommends that UNSE’s request for dismantlement costs be rejected in the current 

case. As shown on Schedule C-10, UNSE’s requested Depreciation Expense is reduced 

by $90,125 to totally remove the Company’s requested dismantlement costs in the current 

case for the reasons described above. 

Base Cost of Fuel and Purchased Power 

Please explain the adjustment for the Base Cost of Fuel and Purchased Power. 

UNSE proposes to remove all fuel and purchased power costs from its base rates and to 

instead have all of these costs included in its PPFAC. Staff recommends that a 

representative level of fuel and purchased power costs continue to be included in UNSE’s 

base rates, and that UNSE’s PPFAC address only changes (increases and decreases) above 

the base fuel amount. Schedule C-11 shows StaFs recommendation for a base cost of 

fuel and purchased power of $0.05706 per kwh. This rate reflects the effective per kwh 
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cost of PPFAC includable costs that are being recovered in rates by UNSE as of 

September 2013 when the second-half of the current PPFAC adjustment becomes 

effective. Staff has reviewed various forecasts made by UNSE of PPFAC-includable costs 

and levels of over- and under-recoveries. Staff recommends a base cost of fuel in the 

current UNSE rate case of $0.05706 per kwh. This essentially sets the going-forward 

base cost of fuel at the current per-kwh level of recovery for PPFAC-includable costs. 

Additional details concerning this rate are shown on Schedule C-1 1, page 3. Using this 

rate will help coordinate the base cost of fuel with the establishment of a new PPFAC rate 

in 2014 and will help avoid a large build-up of unrecovered fuel costs that could occur if a 

lower base cost of fuel, such as the $0.05174 calculated and proposed by UNSE were to 

be used. This adjustment results in increases to fuel and purchased power cost of $9.255 

million and a corresponding increase to fuel related revenue. 

Q. 

A. 

Q. 
A. 

Is there an equivalent adjustment for fuel-related revenue to correspond with the 

establishment of a new base cost of fuel? 

In both UNSE’s and Staffs calculation of the adjustment for the base cost of fuel, there is 

an equivalent adjustment to fuel-related revenue to reflect the fact that UNSE’s recovery 

of PPFAC-includable fuel and purchased power costs occurs on a dollar-for-dollar basis, 

with no margin being earned by the Company on the PPFAC-includable cost recovery. 

Were other levels for the base cost of fuel evaluated by Staff? 

Yes. As shown on Schedule C-11, pages 2, 4 and 5, Staff evaluated the $0.05174 per 

kwh included in UNSE’s application (which was based on forecast information available 

at the time UNSE prepared its application, and which is shown on Schedule C-1 1, page 2), 

a revised UNSE forecast of $0.050908 (shown on page 4) that was provided in response to 

Staff discovery, and an actual average 12-month cost for the period May 2012 through 

April 2013 of $0.05039 (that is shown on Schedule C-11, page 5). 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

1: 

1t 

1; 

It 

15 

2( 
2: 
2: 
2: 
21 
2: 
2( 
2' 
21 
2! 

Direct Testimony of Ralph C. Smith 
Docket No. E-04204A-12-0504 
Page 37 

Q. 
A. 

Q. 

A. 

V. 

Q* 
A. 

Why is Staff's recommendation preferable to any of these other levels? 

The problem with using any of these other estimates for establishing the base cost of fuel 

is that projections of cost recovery of PPFAC-includable fuel costs through base rates and 

the PPFAC, indicate that UNSE's under-recovered fuel balance would build up to a 

substantial level, as much as $17 million by June 1, 2014 if a base cost of fuel of 

approximately $0.05 were to be used. Staff recommends that such a situation be avoided 

by adjusting the base cost of fuel in the current UNSE rate case to the level of PPFAC- 

includable cost recovery that will be in effect as of September 2013, i.e., by using the 

$0.05706 per kwh reflected in Staffs recommendation, and coordinating UNSE's change 

in base rates and PPFAC rates in the manner described below. 

Do you address UNSE's other requested changes to its PPFAC in a subsequent 

section of your testimony? 

Yes. I address UNSE's other requested changes to its PPFAC in the following section of 

my testimony. 

PURCHASED POWER AND FUEL ADJUSTMENT CLAUSE (PPFAC) 

What changes has UNSE proposed to its current PPFAC? 

In his Direct Testimony, UNSE witness Jones stated: 

I propose two changes to the Purchase Power and Fuel Adjustment Clause 
(''PPFAC"). The Company is proposing to move all fuel and purchase 
power costs from base rates and to recover them entirely through the 
PPFAC. UNS Electric is also proposing multiple PPFAC components that 
are differentiated on the basis of on-peak and off-peak and some shift in 
fuel costs to moderate fuel-related bill impacts. I also sponsor a revised 
Plan of Administration ("POA'') for the PPFAC to reflect the Company's 
proposed changes. While this proposal creates multiple PPFAC 
components, it will not add to the PPFAC rates any single customer will 
Pay. 
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Q. 
A. 

Q* 

A. 

Q. 
A. 

Q. 

A. 

Does Staff agree with the UNSE proposed changes to its PPFAC or its revised POA? 

NO. 

What is Staffs recommendation concerning whether TJNSE’s proposed revised 

PPFAC POA should be adopted? 

StafTrecommends that UNSE’s proposed revised PPFAC POA should @ be adopted, but 

rather UNSE should prepare a different revised PPFAC POA that incorporates revised 

provisions to address some additional concerns that Staff has, which are explained below. 

What concerns does Staff have regarding UNSE’s existing PPFAC? 

Staff has concerns about UNSE’s ability to accurately forecast the estimated component of 

its existing PPFAC rates and concerns about UNSE accumulating large under- or over- 

recovered PPFAC balances. While UNSE’s initial PPFAC was intended to resemble the 

PPFAC of its affiliated electric utility, TEP, Staff has concerns that UNSE’s mix of 

generation and purchased power is heavily influenced by fluctuations in natural gas prices 

and is therefore significantly different from TEP’s generation, which is heavily fiom coal- 

fired plants. 

Is TJNSE’s mix of generation and purchased power similar to that of its affiliate, 

TEP? 

No. Unlike the situation with its electric utility affiliate, TEP, which has substantial coal- 

fired generation, UNSE’s fuel and purchase power costs appear to be subject to a much 

heavier influence of natural gas price fluctuations. Concerns about the increases being 

produced on UNSE customer bills from the operation of the current PPFAC have also 

recently come to light in Docket No. E-04204A-06-0783 (Decision No. 73886) when the 

Company’s proposed change would have produced a large increase in residential customer 

bills. As noted by Staff and the Commission in that docket, based on average usage of 
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Q. 

A. 

887 kwh per month, the recently proposed UNSE PPFAC rate would result in an increase 

of $9.25 per month for a residential customer. As a consequence, UNSE’s recent PPFAC 

change is being phased in, which in turn is contributing toward UNSE experiencing a 

build-up of unrecovered fuel and purchased power costs. 

Could UNSE’s existing PPFAC potentially be improved by eliminating the forward 

component and replacing it with another form of tracking fluctuations in fuel and 

purchased power cost, such as the use of a 12-month rolling average? 

Yes. Staff believes that there may be substantial merit in eliminating the forward 

component of UNSE’s PPFAC and re-designing UNSE’s PPFAC so it resembles certain 

aspects of the Purchased Gas Adjustor of the affiliate, UNSG, which is based on adjusting 

the PGA component of UNSG’s rates on a monthly basis, based on a 12-month rolling 

average of gas costs, and subject to certain constraints to prevent large changes fiom 

month-to-month. Staff therefore recommends that UNSE develop and present a revised 

POA for its PPFAC that eliminates the forward component and bases prospective PPFAC 

rate changes on fluctuations in the 12-month rolling average of UNSE’s fuel and 

purchased power costs. The revised POA should also incorporate annual and monthly cap 

provisions to limit the increases experienced by consumers for PPFAC changes in any 

given monthly period. 

One possible going-forward alternative that Staff believes merits consideration and which 

Staff recommends be addressed in additional detail by UNSE would help mitigate UNSE 

having a potentially large increase in the under recovery, and would include maintaining 

UNSE’s average retail fuel rate that is in effect December 2013 of 5.706 cents (current 

average base fuel less the PPFAC credit in effect beginning in September 2013). This 

could potentially be accomplished by establishing new base fuel rates in this filing based 

upon an average base cost of fuel equivalent to 5.706 cents as recommended by Staff and 
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having no PPFAC charge or credit until June 2014 (UNSE’s current PPFAC is updated 

every June 1). Then beginning June 1,2014, the UNSE’s PPFAC would convert to a 12- 

month rolling average with changes limited to +/- 0.8% per month. The forecast 

component of UNSE’s PPFAC would thus be eliminated effective with the new PPFAC 

rates that become effective on June 1, 2014. Staff would therefore encourage UNSE to 

develop a revised PPFAC POA and estimated bill impacts based on this scenario. 

Q. 

A. 

Q* 

A. 

Q. 

A. 

What is Staff’s position about the request by UNSE for expansion of the types of 

costs which are included in the PPFAC? 

Staff proposes to continue to reflect the same accounts in UNSE’s PPFAC that are 

currently reflected, but not to expand the types of costs beyond those currently @eluded in 

UNSE’s PPFAC. 

Does Staff agree with UNSE’s proposal to remove all fuel and purchased power costs 

from base rates? 

No. Staff recommends that UNSE continue to reflect a base amount of fuel and purchased 

power, and that PPFAC adjustments continue to be based upon fluctuations of UNSE’s 

fuel and purchased power costs above or below the base cost of fuel. Staffs proposal for 

establishing UNSE’s new base cost of fuel at $0.05706 per kwh has been explained 

above. This new base cost of fuel should also be coordinated with implementation of a 

revised PPFAC for UNSE, as also described above. 

Does Staff agree with UNSE’s proposal to include credit costs and broker fees 

associated with power supply and procurement in UNSE’s PPFAC at this time? 

No. These are not costs that are recorded by UNSE in the four includable expense 

accounts that are currently reflected in UNSE’s PPFAC. As noted above, Staff is 

proposing to expand the categories of costs recovered in UNSE’s PPFAC at this time. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Does Staff agree with UNSE’s proposal to recover future greenhouse gas costs 

through the PPFAC at this time? 

No. This request by UNSE is premature as greenhouse gas emission costs are not 

currently a cost that is incurred by UNSE, and the exact form of future regulation of 

greenhouse gas emissions at the federal level and in Arizona is not known. If UNSE 

begins to incur significant amounts of costs related to greenhouse gas emissions, Staff 

would encourage UNSE to petition the Commission at that time for an appropriate 

regulatory treatment. Staff does not believe it would be good regulatory policy to expand 

UNSE’s PPFAC at this time for potential future costs that could have significant 

ratemaking impacts. 

Please summarize the recommendations concerning the PPFAC. 

As described above, Staff recommends that UNSE develop and present a revised Plan of 

Administration for its PPFAC that eliminates the forward component and bases 

prospective PPFAC rate changes on fluctuations in the 12-month rolling average of 

UNSE’s fuel and purchased power costs, and which reflects an implementation date that is 

coordinated with the inclusion of a new base cost of fuel of $0.05706 per kwh in UNSE’s 

base rates. The revised Plan of Administration should also incorporate annual and 

monthly cap provisions to limit the increases experienced by consumers for PPFAC 

changes in any given monthly period, and should include only the accounts and types of 

costs that are included in UNSE’s current PPFAC. 

Does this conclude your direct testimony? 

Yes, it does. 
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Certified Financial Planning certificate in 1983. Admitted to Michigan and Federal bars in 1986. 

Michigan Bar Association. 
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1 Attachment RCS-1, Qualifications of Ralph C. Smith Page3of12 I 



Partial list of utilitv cases uarticiuated in: 

79-228-EL-FAC 
79-23 1 -EL-FAC 
79-53 5-EL-AIR 
80-235-EL-FAC 
80-240-EL-FAC 
U-1933* 
U-6794 
81-0035TP 
8 1-0095TP 
8 1-308-EL-EFC 
8 10 136-EU 
GR-81-342 
Tr-81-208 

8400 
18328 
18416 

8624 
8648 

U-6949 

820100-EU 

U-7236 
U6633-R 
U-6797-R 
U-5510-R 

82-240E 
7350 
RH-1-83 
820294-TP 
82- 165-EL-EFC 
(Subfile A) 
82-168-EL-EFC 
8300 12-EU 
U-7065 
8738 

U-4758 
8836 
8839 

ER-83-206 

83-07-15 
8 1-0485-WS 
U-7650 
83-662 
U-6488-R 
U-15684 
7395 & u-7397 
820013-WS 
U-7660 
83-1039 
U-7802 
83- 1226 
830465-E1 
u-7777 
u-7779 

Cincinnati Gas & Electric Company (Ohio PUC) 
Cleveland Electric Illuminating Company (Ohio PUC) 
East Ohio Gas Company (Ohio PUC) 
Ohio Edison Company (Ohio PUC) 
Cleveland Electric Illuminating Company (Ohio PUC) 
Tucson Electric Power Company (Arizona Corp. Commission) 
Michigan Consolidated Gas Co. --16 Refunds (Michigan PSC) 
southern Bell Telephone Company (Florida PSC) 
General Telephone Company of Florida (Florida PSC) 
Dayton Power & Light Co.- Fuel Adjustment Clause (Ohio PUC) 
Gulf Power Company (Florida PSC) 
Northem States Power Co. -- E-O02/Minnesota (Minnesota PUC) 
Southwestern Bell Telephone Company (Missouri PSC)) 
Detroit Edison Company (Michigan PSC) 
East Kentucky Power Cooperative, Inc. (Kentucky PSC) 
Alabama Gas Corporation (Alabama PSC) 
Alabama Power Company (Alabama PSC) 
Florida Power Corporation (Florida PSC) 
Kentucky Utilities (Kentucky PSC) 
East Kentucky Power Cooperative, Inc. (Kentucky PSC) 
Detroit Edison - Burlington Northern Refund (Michigan PSC) 
Detroit Edison - MRCS Program (Michigan PSC) 
Consumers Power Company -MRCS Program (Michigan PSC) 
Consumers Power Company - Energy conservation Finance 
Program (Michigan PSC) 
South Carolina Electric & Gas Company (South Carolina PSC) 
Generic Working Capital Hearing (Michigan PSC) 
Westcoast Transmission Co., (National Energy Board of Canada) 
Southern Bell Telephone & Telegraph Co. (Florida PSC) 

Toledo Edison Company(0hio PUC) 
Cleveland Electric Illuminating Company (Ohio PUC) 
Tampa Electric Company (Florida PSC) 
The Detroit Edison Company - Fermi I1 (Michigan PSC) 
Columbia Gas of Kentucky, Inc. (Kentucky PSC) 
Arkansas Power & Light Company (Missouri PSC) 
The Detroit Edison Company - R e h d s  (Michigan PSC) 
Kentucky American Water Company (Kentucky PSC) 
Western Kentucky Gas Company (Kentucky PSC) 
Connecticut Light & Power Co. (Connecticut DPU) 
Palm Coast Utility Corporation (Florida PSC) 
Consumers Power Co. (Michigan PSC) 
Continental Telephone Company of California, (Nevada PSC) 
Detroit Edison Co., FAC & PIPAC Reconciliation (Michigan PSC) 
Louisiana Power & Light Company (Louisiana PSC) 
Campaign Ballot Proposals (Michigan PSC) 
Seacoast Utilities (Florida PSC) 
Detroit Edison Company (Michigan PSC) 
CP National Corporation (Nevada PSC) 
Michigan Gas Utilities Company (Michigan PSC) 
Sierra Pacific Power Company (Nevada PSC) 
Florida Power & Light Company (Florida PSC) 
Michigan Consolidated Gas Company (Michigan PSC) 
Consumers Power Company (Michigan PSC) 
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U-7480-R 
U-7488-R 
U-7484-R 
U-7550-R 
U-7477-R** 
18978 
R-842583 
R-842740 
8 5005 0-E1 
1609 1 
19297 
76-1 8788AA 
&76-18793AA 

85-53476AA 
& 85-534785AA 

U-8091N-8239 
TR-85-179** 
85-212 
ER-8564600 1 
& ER-85647001 
850782-E1 & 
850783-E1 
R-860378 
R-850267 
851007-WU 
& 840419-SU 
G-O02/GR-86-160 
7195 (Interim) 
87-0 1-03 
87-01-02 

3673- 
29484 

Docket No. 1 
Docket E-2, Sub 527 
870853 
880069** 

U-8924 

U- 1954-88-102 
T E-1032-88-102 
89-0033 
U-89-2688-T 
R-891364 
F.C. 889 
Case No. 88/546* 

87-1 1628* 

890319-E1 
891345-E1 
ER 8811 0912J 
653 1 

Michigan Consolidated Gas Company (Michigan PSC) 
Consumers Power Company - Gas (Michigan PSC) 
Michigan Gas Utilities Company (Michigan PSC) 
Detroit Edison Company (Michigan PSC) 
Indiana & Michigan Electric Company (Michigan PSC) 
Continental Telephone Co. of the South Alabama (Alabama PSC) 
Duquesne Light Company (Pennsylvania PUC) 
Pennsylvania Power Company (Pennsylvania PUC) 
Tampa Electric Company (Florida PSC) 
Louisiana Power & Light Company (Louisiana PSC) 
Continental Telephone Co. of the South Alabama (Alabama PSC) 

Detroit Edison - Refund - Appeal of U-4807 (Ingham 
County, Michigan Circuit Court) 

Detroit Edison Refund - Appeal of U-4758 
(Ingham County, Michigan Circuit Court) 
Consumers Power Company - Gas Refunds (Michigan PSC) 
United Telephone Company of Missouri (Missouri PSC) 
Central Maine Power Company (Maine PSC) 

New England Power Company (FERC) 

Florida Power & Light Company (Florida PSC) 
Duquesne Light Company (Pennsylvania PUC) . 
Pennsylvania Power Company (Pennsylvania PUC) 

Florida Cities Water Company (Florida PSC) 
Northern States Power Company (Minnesota PSC) 
Gulf States Utilities Company (Texas PUC) 
Connecticut Natural Gas Company (Connecticut PUC)) 
Southern New England Telephone Company 
(Connecticut Department of Public Utility Control) 
Georgia Power Company (Georgia PSC) 
Long Island Lighting Co. (New York Dept. of Public Service) 
Consumers Power Company - Gas (Michigan PSC) 
Austin Electric Utility (City of Austin, Texas) 
Carolina Power & Light Company (North Carolina PUC) 
Pennsylvania Gas and Water Company (Pennsylvania PUC) 
Southern Bell Telephone Company (Florida PSC) 
Citizens Utilities Rural Company, Inc. & Citizens Utilities 
Company, Kingman Telephone Division (Arizona CC) 
Illinois Bell Telephone Company (Illinois CC) 
Puget Sound Power & Light Company (Washington UTC)) 
Philadelphia Electric Company (Pennsylvania PUC) 
Potomac Electric Power Company (District of Columbia PSC) 
Niagara Mohawk Power Corporation, et a1 Plaintiffs, v. 
Gulf+Westem, Inc. et al, defendants (Supreme Court County of 
Onondaga, State of New York) 
Duquesne Light Company, et al, plaintiffs, against Gulf+ 
Western, Inc. et al, defendants (Court of the Common Pleas of 
Allegheny County, Pennsylvania Civil Division) 
Florida Power & Light Company (Florida PSC) 
Gulf Power Company (Florida PSC) 
Jersey Central Power & Light Company (BPU) 
Hawaiian Electric Company (Hawaii PUCs) 
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R0901595 
90-10 
89-12-05 
900329-WS 
90- 12-01 8 
90-E-1 185 
R-9 1 1 966 
1.90-07-037, Phase I1 

U- 155 1-90-322 
U-1656-9 1-134 
U-20 1 3-9 1-133 
91-174*** 

U-155 1-89-102 
& U-1551-89-103 
Docket No. 6998 
TC-9 1 -040A and 
TC-9 1 -040B 

9911030-WS & 
9 11-67-WS 
922180 
7233 and 7243 

& M-9203 13C006 
ROO922428 

R-009223 14 

E-1032-92-083 & 
U-1656-92-183 

92-09-1 9 
E- 1032-92-073 
UE-92-1262 
92-345 
R-932667 
U-93-60** 
U-93-50** 
u-93-64 
7700 
E-1032-93-111 & 
U-1032-93-193 
R-00932670 
U-15 14-93- 1691 
E- 1032-93-169 
7766 
93-2006- GA-AIR* 
94-E-03 34 
94-0270 
940097 

94-12-005-Phase I 
PU-3 14-94-688 

R-953297 
95-03-01 
95-0342 
94996-EL-AIR 
95- 1 000-E 

Equitable Gas Company (Pennsylvania Consumer Counsel) 
Artesian Water Company (Delaware PSC) 
Southern New England Telephone Company (Connecticut PUC) 
Southern States Utilities, Inc. (Florida PSC) 
Southern California Edison Company (California PUC) 
Long Island Lighting Company (New York DPS) 
Pennsylvania Gas & Water Company (Pennsylvania PUC) 
(Investigation of OPEBs) Department of the Navy and all Other 
Federal Executive Agencies (California PUC) 
Southwest Gas Corporation (Arizona CC) 
Sun City Water Company (Arizona RUCO) 
Havasu Water Company (Arizona RUCO) 
Central Maine Power Company (Department of the Navy and all 
Other Federal Executive Agencies) 
Southwest Gas Corporation - Rebuttal and PGA Audit (Arizona 
Corporation Commission) 
Hawaiian Electric Company (Hawaii PUC) 
Intrastate Access Charge Methodology, Pool and Rates 
Local Exchange Carriers Association and South Dakota 
Independent Telephone Coalition 
General Development Utilities - Port Malabar and 
West Coast Divisions (Florida PSC) 
The Peoples Natural Gas Company (Pennsylvania PUC) 
Hawaiian Nonpension Postretirement Benefits (Hawaiian PUC) 

Metropolitan Edison Company (Pennsylvania PUC) 
Pennsylvania American Water Company (Pennsylvania PUC) 

Citizens Utilities Company, Agua Fria Water Division 
(Arizona Corporation Commission) 
Southern New England Telephone Company (Conuecticut PUC) 
Citizens Utilities Company (Electric Division), (Arizona CC) 
Puget Sound Power and Light Company (Washington UTC)) 
Central Maine Power Company (Maine PUC) 
Pennsylvania Gas & Water Company (Pennsylvania PUC) 
Matanuska Telephone Association, Inc. (Alaska PUC) 
Anchorage Telephone Utility (Alaska PUC) 
PTI Communications (Alaska PUC) 
Hawaiian Electric Company, Inc. (Hawaii PUC) 
Citizens Utilities Company - Gas Division 
(Arizona Corporation Commission) 
Pennsylvania American Water Company (Pennsylvania PUC) 
Sale of Assets CC&N from Contel of the West, Inc. to 
Citizens Utilities Company (Arizona Corporation Commission) 
Hawaiian Electric Company, Inc. (Hawaii PUC) 
The East Ohio Gas Company (Ohio PUC) 
Consolidated Edison Company (New York DPS) 
Inter-State Water Company (Illinois Commerce Commission) 
Citizens Utilities Company, Kauai Electric Division (Hawaii PUC) 
Application for Transfer of Local Exchanges (North Dakota PSC) 
Pacific Gas & Electric Company (California PUC) 
UGI Utilities, Inc. - Gas Division (Pennsylvania PUC) 
Southern New England Telephone Company (Connecticut PUC) 
Consumer Illinois Water, Kankakee Water District (Illinois CC) 
Ohio Power Company (Ohio PUC) 
South Carolina Electric & Gas Company (South Carolina PSC) 
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Non-Docketed 
Staff Investigation 
E-1032-95-473 
E-1032-95433 

GR-96-285 
94-1 0 4 5  
A.96-08-001 et al. 

96-324 
96-08-070, et al. 

97-05-12 
R-00973953 

97-65 

16705 

Non-Docketed 
Staff Investigation 

E- 1072-97-067 

PU-3 14-97-12 
97-0351 
97-8001 

U-0000-94-165 

98-05-006-Phase I 
9355-u 
97-12-020 - Phase I 
U-98-56, U-98-60, 
U-98-65, U-98-67 
(U-99-66, U-99-65, 
U-99-56, U-99-52) 
Phase 11 of 
97-SCCC-149-GIT 
PU-3 14-97-465 
Non-docketed 
Assistance 
Contract Dispute 

Non-docketed Project 
Non-docketed Project 

Citizens Utility Company - Arizona Telephone Operations 
(Arizona Corporation Commission) 
Citizens Utility Co. - Northern Arizona Gas Division (Arizona CC) 
Citizens Utility Co. - Arizona Electric Division (Arizona CC) 
Collaborative Ratemaking Process Columbia Gas of Pennsylvania 
(Pennsylvania PUC) 
Missouri Gas Energy (Missouri PSC) 
Southern New England Telephone Company (Connecticut PUC) 
California Utilities’ Applications to Identify Sunk Costs of Non- 
Nuclear Generation Assets, & Transition Costs for Electric Utility 
Restructuring, & Consolidated Proceedings (California PUC) 
Bell Atlantic - Delaware, Inc. (Delaware PSC) 
Pacific Gas & Electric Co., Southern California Edison Co. and 
San Diego Gas & Electric Company (California PUC) 
Connecticut Light & Power (Connecticut PUC) 
Application of PECO Energy Company for Approval of its 
Restructuring Plan Under Section 2806 of the Public Utility Code 
(Pennsylvania PUC) 
Application of Delmarva Power &Light Co. for Application of a 
Cost Accounting Manual and a Code of Conduct (Delaware PSC) 
Entergy Gulf States, Inc. (Cities Steering Committee) 
Southwestem Telephone Co. (Arizona Corporation Commission) 
Delaware - Estimate Impact of Universal Services Issues 
(Delaware PSC) 
US West Communications, Inc. Cost Studies (North Dakota PSC) 
Consumer Illinois Water Company (Illinois CC) 
Investigation of Issues to be Considered as a Result of Restructuring of Electric 
Industry (Nevada PSC) 
Generic Docket to Consider Competition in the Provision 
of Retail Electric Service (Arizona Corporation Commission) 
San Diego Gas & Electric Co., Section 386 costs (California PUC) 
Georgia Power Company Rate Case (Georgia PUC) 
Pacific Gas & Electric Company (California PUC) 
Investigation of 1998 Intrastate Access charge filings 
(Alaska PUC) 
Investigation of 1999 Intrastate Access Charge filing 
(Alaska PUC) 

Southwestern Bell Telephone Company Cost Studies (Kansas CC) 
US West Universal Service Cost Model (North Dakota PSC) 
Bell Atlantic - Delaware, Inc., Review of New Telecomm. 
and TariffFilings (Delaware PSC) 
City of Zeeland, MI - Water Contract with the City of Holland, MI 
(Before an arbitration panel) 
City of Danville, IL - Valuation of Water System (Danville, IL) 
Village of University Park, IL - Valuation of Water and 
Sewer System (Village of University Park, Illinois) 
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E-1032-95-41 7 

T-105 1B-99-0497 

T-01051 B-99-0105 
A00-07-043 
T-0 105 1B-99-0499 
99-4191420 
PU3 14-99- 1 19 

98-0252 

00-108 
U - 0 0 - 2 8 
Non-Docketed 

00-11-038 
00-11-056 
00-1 0-028 

98-479 

99-457 

99-582 

99-03-04 

99-03-36 
Civil Action No. 

Case No. 12604 
Case No. 12613 
41651 

98-1 117 

13605-U 
14000-U 
13 196-U 

Non-Docketed 

Non-Docketed 

Application No. 

Phase I 
99-01-0 16, 

99-02-05 
01-05-1 9-REO3 

G-0155 1A-00-0309 

00-07-043 

Citizens Utility Co., Maricopa WaterfWastewater Companies 
et al. (Arizona Corporation Commission) 
Proposed Merger of the Parent Corporation of Qwest 
Communications Corporation, LCI International Telecom Corp., 
and US West Communications, Inc. (Arizona CC) 
US West Communications, Inc. Rate Case (Arizona CC) 
Pacific Gas & Electric - 2001 Attrition (California PUC) 
US WesdQuest Broadband Asset Transfer (Arizona CC) 
US West, Inc. Toll and Access Rebalancing (North Dakota PSC) 
US West, Inc. Residential Rate Increase and Cost Study Review 
(North Dakota PSC 
Ameritech - Illinois, Review of Alternative Regulation Plan 
(Illinois CUB) 
Delmarva Billing System Investigation (Delaware PSC) 
Matanuska Telephone Association (Alaska PUC) 
Management Audit and Market Power Mitigation Analysis of the 
Merged Gas System Operation of Pacific Enterprises and Enova 
Corporation (California PUC) 
Southern California Edison (California PUC) 
Pacific Gas & Electric (California PUC) 
The Utility Reform Network for Modification of Resolution E- 
3527 (California PUC) 
Delmarva Power & Light Application for Approval of its Electric 
and Fuel Adjustments Costs (Delaware PSC) 
Delaware Electric Cooperative Restructuring Filing (Delaware 

Delmarva Power & Light dba Conectiv Power Delivery 
Analysis of Code of Conduct and Cost Accounting Manual (Delaware PSC) 
United Illuminating Company Recovery of Stranded Costs 
(Connecticut OCC) 
Connecticut Light & Power (Connecticut OCC) 

PSC) 

West Penn Power Company vs. PA PUC (Pennsylvania PSC) 
Upper Peninsula Power Company (Michigan AG) 
Wisconsin Public Service Commission (Michigan AG) 
Northern Indiana Public Service Co Overeamings investigation (Indiana UCC) 
Savannah Electric & Power Company - FCR (Georgia PSC) 
Georgia Power Company Rate Case/M&S Review (Georgia PSC) 
Savannah Electric & Power Company Natural Gas Procurement and Risk 
ManagementMedging Proposal, Docket No. 13 196-U (Georgia PSC) 
Georgia Power Company & Savannah Electric & Power FPR 
Company Fuel Procurement Audit (Georgia PSC) 
Transition Costs of Nevada Vertically Integrated Utilities (US Department of 

Post-Transition Ratemaking Mechanisms for the Electric Industry 
Restructuring (US Department of Navy) 

N a y )  

Connecticut Light & Power (Connecticut OCC) 
Yankee Gas Service Application for a Rate Increase, Phase I-2002-IERM 
(Connecticut OCC) 
Southwest Gas Corporation, Application to amend its rate 
Schedules (Arizona CC) 
Pacific Gas & Electric Company Attrition & Application for a rate increase 
(California PUC) 
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97-12-020 
Phase 11 
01-10-10 
1371 1-U 
02-001 
02-BLVT-377-AUD 
02-S&TT-390-AUD 
0 1-SFLT-879-AUD 

0 1-BSTT-878-AUD 

P404,407,520,413 
426,427,430,421l 
CI-00-7 12 

U-01-85 

U-01-34 

U-0 1-83 

U-01-87 

96-324, Phase 11 
03-WHST-503-AUD 
04GNBT-130-AUD 
Docket 69 14 
Docket No. 

Case No. 
E-01345A-06-009 

05- 1278-E-PC-PW-42T 

Docket No. 04-0 1 13 

Pacific Gas & Electric Company Rate Case (California PUC) 
United Illuminating Company (Connecticut OCC) 
Georgia Power FCR (Georgia PSC) 
Verizon Delaware 0 271pelaware DPA) 
Blue Valley Telephone Company AudWGeneral Rate Investigation (Kansas CC) 
S&T Telephone Cooperative Audit/General Rate Investigation (Kansas CC) 
Sunflower Telephone Company.Inc., Audit/General Rate Investigation 
(Kansas CC) 
Bluestem Telephone Company, Inc. Audit/General Rate Investigation 
(Kansas CC) 

Sherbume County Rural Telephone Company, dba as Connections, Etc. 
(Minnesota DOC) 
ACS of Alaska, dba as Alaska Communications Systems (ACS), Rate Case 
(Alaska Regulatory Commission PAS) 
ACS of Anchorage, dba as Alaska Communications Systems (ACS), Rate Case 
(Alaska Regulatory Commission PAS) 
ACS of Fairbanks, dba as Alaska Communications Systems (ACS), Rate Case 
(Alaska Regulatory Commission PAS) 
ACS of the Northland, dba as Alaska Communications Systems (ACS), Rate Case 
(Alaska Regulatory Commission PAS) 
Verizon Delaware, Inc. UNE Rate Filing (Delaware PSC) 
Wheat State Telephone Company (Kansas CC) 
Golden Belt Telephone Association (Kansas CC) 
Shoreham Telephone Company, Inc. (Vermont BPU) 

Arizona Public Service Company (Arizona Corporation Commission) 

Appalachian Power Company and Wheeling Power Company both d/b/a 
American Electric Power (West Virginia PSC) 
Hawaiian Electric Company (Hawaii PUC) 
Consumers Energy Company (Michigan PSC) Case No. U-14347 

Case No. 05-725-EL-UNCCinchati Gas & Electric Company (PUC of Ohio) 
Docket No. 21229-U 
Docket No. 19142-U 
Docket No. 

Docket No. 19042-U 
Docket No. 2004-178-E 
Docket No. 03-07-02 
Docket No. EX02060363, 
Phases I&II 
Docket No. U-00-88 

03-07-0 IRE01 

Phase 1-2002 IERM, 
Docket No. U-02-075 
Docket No. 05-SCNT- 

Docket No. 05-TRCT- 

Docket No. 05-KOKT- 

Docket No. 2002-747 
Docket No. 2003-34 

1048-AUD 

607-KSF 

060-AUD 

- - .  
Savannah Electric & Power Company (Georgia PSC) 
Georgia Power Company (Georgia PSC) 

Connecticut Light & Power Company (CT DPUC) 
Savannah Electric & Power Company (Georgia PSC) 
South Carolina Electric & Gas Company (South Carolina PSC) 
Connecticut Light & Power Company (CT DPUC) 

Rockland Electric Company (NJ BPU) 
ENSTAR Natural Gas Company and Alaska Pipeline Company (Regulatory 
Commission of Alaska) 

Interior Telephone Company, Inc. (Regulatory Commission of Alaska) 

South Central Telephone Company (Kansas CC) 

Tri-County Telephone Company (Kansas CC) 

Kan Okla Telephone Company (Kansas CC) 
Northland Telephone Company of Maine (Maine PUC) 
Sidney Telephone Company (Maine PUC) 
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Docket No. 2003-35 
Docket No. 2003-36 

Maine Telephone Company (Maine PUC) 
China Telephone Company (Maine PUC) 
Standish Telephone Company (Maine PUC) Docket No. 2003-37 

Docket Nos. U-04-022, 

Case 05-1 16-U/06-055-U 
Case 04-137-U 
Case No. 7109/7160 
Case No. ER-2006-03 15 
Case No. ER-2006-0314 
Docket No. U-05-043,44 

U-04-023 

A-122250F5000 

E-01345A-05-0816 
Docket No. 05-304 
05-806-EL-UNC 
U-06-45 
03-93-EL-ATA, 
06-1 068-EL-UNC 
PUE-2006-00065 
G-04204A-06-0463 et. a1 
Docket No. 2006-0386 
E-01933A-07-0402 
G-0155 1A-07-0504 
Docket No.UE-072300 
PUE-2008-00009 
PUE-2008-00046 
E-0 1345A-08-0 172 
A-2008-2063737 

08-1783-G-42T 
08-1 76 1 -G-PC 

Docket No. 2008-0085 
Docket No. 2008-0266 

Docket No. 09-29 
Docket No. UE-090704 

G-04024A-08-0571 

09-0878-G-42T 
2009-UA-00 14 
Docket No. 09-03 19 
Docket No. 09-414 

Docket Nos. U-09-069, 

Docket Nos. U-04-023, 

R-2009-2 1320 19 

U-09-070 

U-04-024 

W-01303A-09-0343 & 
SW-0 1303A-09-0343 
09-872-EL-FAC & 
09-873-EL-FAC 

20 10-00036 
E-041 00A-09-0496 
E-01773A-09-0496 

Anchorage Water and Wastewater Utility (Regulatory Commission of Alaska) 
Entergy Arkansas, Inc. EFC (Arkansas Public Service Commission) 
Southwest Power Pool RTO (Arkansas Public Service Commission) 
Vermont Gas Systems (Department of Public Service) 
Empire District Electric Company (Missouri PSC) 
Kansas City Power & Light Company (Missouri PSC) 
Golden Heart UtilitieslCollege Park Utilities (Regulatory Commission of Alaska) 
Equitable Resources, Inc. and The Peoples Natural Gas Company, d/b/a 
Dominion Peoples (Pennsylvania PUC) 
Arizona Public Service Company (Arizona CC) 
Delmarva Power & Light Company (Delaware PSC) 
Cincinnati Gas & Electric Company (Ohio PUC) 
Anchorage Water Utility (Regulatory Commission of Alaska) 

Duke Energy Ohio (Ohio PUC) 
Appalachian Power Company (Virginia Corporation Commission) 
UNS Gas, Inc. (Arizona CC) 
Hawaiian Electric Company, Inc (Hawaii PUC) 
Tucson Electric Power Company (Arizona CC) 
Southwest Gas Corporation (Arizona CC) 
Puget Sound Energy, Inc. (Washington UTC) 
Virginia-American Water Company (Virginia SCC) 
Appalachian Power Company (Virginia SCC) 
Arizona Public Service Company (Arizona CC) 
Babcock & Brown Mastructure Fund North America, LP. and The Peoples 
Natural Gas Company, d/b/a Dominion Peoples (Pennsylvania PUC) 
Hope Gas, Inc., dba Dominion Hope (West Virginia PSC) 
Hope Gas, Inc., dba Dominion Hope, Dominion Resources, Inc., and Peoples 
Hope Gas Companies (West Virginia PSC) 
Hawaiian Electric Company, Inc. (Hawaii PUC) 
Young Brothers, Limited (Hawaii PUC) 
UNS Gas, Inc. (Arizona CC) 
Tidewater Utilities, Inc. (Delaware PSC) 
Puget Sound Energy, Inc. (Washington UTC) 
Mountaineer Gas Company (West Virginia PSC) 
Mississippi Power Company (hhssissippi PSC) 
Illinois-American Water Company (Illinois CC) 
Delmarva Power & Light Company (Delaware PSC) 
Aqua Pennsylvania, Inc. (Pennsylvania PUC) 

ENSTAR Natural Gas Company (Regulatory Commission of Alaska) 

Anchorage Water and Wastewater Utility - Remand (Regulatory Commission of 
Alaska) 

Arizona-American Water Company (Arizona CC) 

Financial Audits of the FAC of the Columbus Southern Power Company and the 
Ohio Power Company - Audit I (Ohio PUC) 
Kentucky-American Water Company (Kentucky PSC) 
Southwest Transmission Cooperative, Inc. (Arizona CC) 
Arizona Electric Power Cooperative, Inc. (Arizona CC) 
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R-2010-2166208, 
R-2010-2166210, 
R-20 10-2166212, & 
R-20 10-2 1662 14 
PSC Docket No. 09-0602 

10-0713-E-PC 
Docket No. 31958 
Docket No. 10-0467 
PSC Docket No. 10-237 
U-10-5 1 
10-0699-E-42T 

10-0920-W-42T 
A. 10-07-007 
A-2010-2210326 
08- 10 12-EL-FAC 

10-268-EL FAC et al. 

Docket No. 2010-0080 
G-0155 1A-10-0458 
10-KCPE-415-RTS 
PUE-2011-00037 
R-2011-2232243 
u-11-100 

A. 10-12-005 
PSC Docket No. 11-207 
Cause No. 44022 
PSC Docket No. 10-247 

G-04204A- 1 1-0 1 5 8 
E-01345A-11-0224 
UE-111048 & UE-11049 
Docket No. 11-0721 
11AL-947E 
U-11-77 & U-11-78 

Docket No. 11-0767 
PSC Docket No. 11-397 
Cause No. 44075 
Docket No. 12-0001 
11-5730-EL-FAC 

PSC Docket No. 11-528 
11-281-EL FAC et al. 

Cause No. 43 1 1CIGCC- 
4S1 
Docket No. 12-0293 
Docket No. 12-0321 

Docket No. 2012-218-E 
12-02019 & 12-04005 

Pennsylvania-American Water Company (Pennsylvania PUC) 
Central Illinois Light Company D/B/A AmerenCILCO; Central Illinois Public 
Service Company D/B/A AmerenCIPS; Illinois Power Company D/B/A 
AmerenIP (Illinois CC) 
Allegheny Power and FirstEnergy Corp. (West Virginia PSC) 
Georgia Power Company (Georgia PSC) 
Commonwealth Edison Company (Illinois CC) 
Delmarva Power & Light Company (Delaware PSC) 
Cook Inlet Natural Gas Storage Alaska, LLC (Regulatory Commission of Alaska) 
Appalachian Power Company and Wheeling Power Company (West Virginia 
PSC) 
West Virginia-American Water Company (West Virginia PSC) 
California-American Water Company (California PUC) 
TWP Acquisition (Pennsylvania PUC) 
Financial, Management, and Performance Audit of the FAC for Dayton Power 
and Light - Audit 1 (Ohio PUC) 
Financial Audit of the FAC of the Columbus Southern Power Company and the 
Ohio Power Company -Audit 11 (Ohio PUC) 
Hawaiian Electric Company, Inc. (Hawaii PUC) 
Southwest Gas Corporation (Arizona CC) 
Kansas City Power & Light Company - Remand (Kansas CC) 
Virginia Appalachian Power Company (Commonwealth of Virginia SCC) 
Pennsylvania-American Water (Pennsylvania PUC) 
Power Purchase Agreement between Chugach Association, Inc. and Fire Island 
Wind, LLC (Regulatory Commission of Alaska) 
San Diego Gas & Electric Company (California PUC) 
Artesian Water Company, Inc. (Delaware PSC) 
Indiana-American Water Company, Inc. (Indiana Utility Regulatory Commission) 
Management Audit of Tidewater Utilities, Inc. Affiliate Transactions (Delaware 
Public Service Commission) 
UNS Gas, Inc. (Arizona Corporation Commission) 
Arizona Public Service Company (AI-~ZOM CC) 
Puget Sound Energy, Inc. (Washington Utilities and Transportation Commission) 
Commonwealth Edison Company (Illinois CC) 
Public Service Company of Colorado (Colorado PSC) 
Golden Heart Utilities, Inc. and College Utilities Corporation (The Regulatory 
Commission of Alaska) 
Illinois-American Water Company (Illinois CC) 
Tidewater Utilities, Inc. (Delaware PSC) 
Indiana Michigan Power Company (Indiana Utility Regulatory Commission) 
Ameren Illinois Company (Illinois CC) 
Financial, Management, and Performance Audit of the FAC for Dayton Power 
and Light - Audit 2 (Ohio PUC) 
Delmarva Power & Light Company (Delaware PSC) 
Financial Audit of the FAC of the Columbus Southern Power Company and the 
Ohio Power Company - Audit III (Ohio PUC) 

Duke Energy Indiana, Inc. (Indiana Utility Regulatory Commission) 
h e r e n  Illinois Company (Illinois CC) 
Commonwealth Edison Company (Illinois CC) 
Southwest Gas Corporation (Public Utilities Commission of Nevada) 
South Carolina Electric & Gas (South Carolina PSC) 

Docket No. E-72, Sub 479 Dominion North Carolina Power (North Carolina Utilities Commission) 
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12-0511 & 12-0512 

E-01933A-12-0291 
Case No. 931 1 
Cause No. 43 11CIGCC- 
10 
Docket No. 36498 
Case No. 9316 

North Shore Gas Company and The Peoples Gas Light and Coke Company 
(Illinois CC) 
Tucson Electric Power Company (Arizona CC) 
Potomac Electric Power Company (Maryland PSC) 

Duke Energy Indiana, Inc. (Indiana Utility Regulatory Commission) 
Georgia Power Company (Georgia PSC) 
Columbia Gas of Maryland, Inc. (Maryland PSC) 

I Attachment RCS-1, Qualifications of Ralph C. Smith Page 12 of12 I 



Attachment RCS-2 Redacted 
Page 1 of 34 UNS Electric, Inc 
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Attachment RCS-2 

Staff Accounting Schedules 
Accompanying the Direct Testimony of Ralph C. Smith 
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UNS Electric, Inc 
Computation of Gross Revenue Conversion Factor 

Test Year Ended June 30,2012 

Line 
No. Description 

1 Gross Revenue 

2 Less: Uncollectible Revenue 

3 Taxable Income as a Percent 

4 Less: Federal and State Income Taxes 

5 Change in Net Operating Income 

6 Gross Revenue Conversion Factor 

COLA: 
7 

8 
9 
10 
11 

12 

Docket No. E-04204A-12-0504 
Schedule A-1 

Page 1 of 1 

Company Staff 
Proposed Proposed 

(A) (B) 

100.00% 100.00% 

0.3 1 96 1 Yo 0.3 1961% 

99.6 8 Yo 99.68% 

38.45% 38.45% 

61.23% 61.23% 

1.6333 1.6333 

Notes and Source 
UNSE Filing, Schedule C-3 
Combined State and Federal Income Tax Rate 3 8.5 7 7% 3 8.577% 

Components of Revenue Requirement Increase or (Decrease) 
Amount Percent 
(l000) 

Net Income $ 863 6 1.2267% 
3 8.4537% Federal and State Income Taxes $ 542 

$ 5 0.3 196% Uncollectibles 
Total Revenue Increase $ 1,410 100.0000% 

From Schedule A, Column F $ 1,410 
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UNS Electric, Inc 
Adjusted Net Operating Income 
ACC Jurisdictional 

Attachment RCS-2 Redacted 
Page 6 of 34 

Docket No. E-04204A-12-0504 
Schedule C 
Page 1 of 1 

Test Year Ended June 30,2012 
(Thousands of Dollars) 

Line As Adjusted Staff As Adjusted 
No. Description by UNSE Adjustments by Staff 

(A) (B) (C) 

I 
2 
3 
4 

5 
6 
7 
8 
9 
10 

11 

Operating Revenues 
Electric Retail Revenues 
Sales for Resale 
Other Operating Revenues 
Total Operating Revenues 

Operating Expenses 
Fuel, Purchased Power and Transmission 
Other O&M Expenses 
Depreciation & Amortization 
Taxes Other Than Income Taxes 
Income Taxes 
Total Operating Expenses 

Net Operating Income 

$ 162,190 $ 9,255 $ 17 1,445 
$ $ $ - 
$ 1,791 $ - $ 1,791 

163,981 $ 9,255 $ 173,236 $ 

- - 

$ 100,337 $ 9,255 $ 109,592 
$ 20,717 $ (896) $ 19,82 1 
$ 18,534 $ (584) $ 17,950 

$ 5,378 $ 631 $ 6,009 
$ . 149,373 $ 8,392 $ 157,765 

$ 4,407 $ (14) $ 4,393 

15,471 $ 14,608 $ 863 $ 

Notes and Source 
Col. A: UNSE Schedule C- 1 
Col. B: Staff Schedule C.l 



Attachment RCS-2 Redacted 
Page 7 of 34 

I 

69 

4 

m 
m 1  I 2 

69-c 

I 

€4 

I 

€4 

I 

69 

I 

1 -  

m 
vl 
hl 
m 

€4 

- m m w  



Attachment RCS-2 Redacted 
Page 8 of 34 

I 

FA 

I 

FA 

I 

FA 

I 

FA 

I 

FA 

I 

FA 

n 
0 s 

FA 

3 

FA 
n 
m 4 

U 

FA - 
3 

FA 
n 
0 m 
m 
U 

69 

8 
3 
.* 
v) v) 



e, 
.9 
cl 

m 
m 

2 
64 I 64 

I 

E 

I 

€6 

I 

v 

V 
V 
c 
0 

# 

m 

I 

E 

I 

w 

I 

v 

V 
v 
c 
0 

# 

Attachment RCS-2 Redacted 
Page 9 of 34 



Attachment RCS-2 Redacted 
Page 10 of 34 

UNS Electric, lnc 
Capital Structure & Cost Rates 

Test Year Ended June 30,2012 
(Thousands of Dollars) 

Line Capitalization cost Weighted Avg. 
- No. Capital Source Amount Percent Rate Cost of Cauital 

Docket No. E-04204A-12-0504 
Schedule D 
Page 1 of 5 

1 
2 
3 
4 

5 
6 
7 
8 

9 

I O  

11 
12 
13 
14 
15 

16 

17 
18 
19 
20 
21 

22 

I. UNSE - Proposed 
Short-Term Debt 
Long-Term Debt 
Common Stock Equity 

Total Capital 

11. ACC Staff - Proposed for OCRB [b] 
Short-Term Debt 
Long-Term Debt 
Common Stock Equity 

Total Capital 

Difference 

Weighted Cost of Debt 

129,135 47.40% 
143.287 52.60% 

$ 272.422 100.00% 

Supporting 
OCRB 

$ 100,264 47.40% 
$ 111.263 52.60% 
$ 211.527 100.00% 

111. ACC Staff - Proposed Cost of Capital for Fair Value Rate Base -Option 1 
Short-Term Debt $ 0.00% 
Long-Term Debt $ 100,264 35.65% 
Common Stock Equity $ 111.263 3 9.56% 

Appreciation above OCRB 
not recognized on utility's books $ 69.75 1 24.80% 

Capital financing OCRB $ 211,527 

Total capital supporting FVRB $ 281,278 100.00% 

IV. ACC Staff - Proposed Cost of Capital for Fair Value Rate Base -Option 2 
Short-Term Debt $ 0.00% 
Long-Term Debt $ 100,264 35.65% 
Common Stock Equity $ 111.263 3 9.56% 

Appreciation above OCRJ3 
Capital financing OCRB $ 211,527 

69,751 24.80% not recognized on utility's books 
Total capital supporting FVRB $ 281,278 100.00% 

$ 

5.97% 2.83% 
10.50% 5.52% 

8.35% 

0.00% 
5.97% 2.83% 
9.25% [b] 4.87% 

7.70% 

-0.6575% 

2.83% 

0.00% 0.00% 
5.97% 2.13% 
9.25% [b] 3.66% 

0% [a] 0.00% 
5.79% 

0.00% 0.00% 
5.97% 2.13% 
9.25% [b] 3.66% 

0.50% [C] 0.12% 
5.91% 

Notes and Source 
Lines 1-4 taken from UNS Electric Inc. filing, Schedule D-1 
Lines 12-16, Co1.A: 

23 Fair Value Rate Base $ 281,278 ScheduleA 
24 Original Cost Rate Base $ 211,527 ScheduleA 
25 Difference $ 69.75 1 

Difference is appreciation of Fair Value over Original Cost that is not recognized on the utility's books. 
The appreciation of Fair Value over Original Cost has not been recognized on the utility's books. 
Such off-book appreciation has not been financed by debt or equity capital recorded on the utility's books. 
The appreciation over Original Cost book value is therefore recognized for cost of capital 
purposes at zero cost. 
Per Staff witness David Parcell 
Per Staff witness David Parcell 

[a] 

[b] 
[c] 
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UNS Electric, Inc 
Post Test Year Plant Not In Service 

Attachment RCS-2 Redacted 
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Docket No. E-04204A-12-0504 
Schedule B-1 

Page 1 of 1 
Test Year Ended June 30,2012 
(Thousands of Dollars) 

Line Amount Amount Staff 
- No. Description Per Company Per Staff Adiustment 

(A) (B) (C) 

1 Gross Utility Plant in Service $ 5,755 $ - $  (5,755) 

2 Less: Accumulated Depreciation $ (564) $ $ 5 64 
3 Net Utility Plant in Service $ 5,191 $ - $  (5,19 1) 

4 ADIT on Post Test Year Plant - Renewable $ (155) $ - $  155 

5 Total Rate Base $ 5,036 $ $ (5.036) 

Notes and Source: 
Col. A: Company filing Schedule B-2, page 3 of 3 

Line 4: ADIT on Post Test Year Plant - Renewable data from Company Adjustment Rate Base-ADIT: 

6 
7 
8 

9 
10 
11 

12 

13 

14 
15 
16 

17 
18 
19 

Description Amount 

Federal Total Depreciation 97 8 

ADIT - Federal $ 309 

Arizona First Year Depreciation 97 8 
Arizona Tax Rate 6.93% 
ADIT-State $ 68 

Total ADIT $ 377 

Total Booked Depreciation $ 564 

Booked ADIT-State $ 39 
Booked ADIT-Federal $ 178 
Total Booked ADIT $ 218 

ADIT Adjustment $ ( 160) 

Fedeial Tax Rate 3 1.64% 

ACC Jurisdictional Factor 97.00% 
ACC ADIT Adjustment $ (155) 

Reference 

UNSE(0504)011881 
UNSE(0504)011887 

UNSE(0504)011881 
UNSE(0504)011887 

L8+L11 

UNSE(0504)011882 

L13*L10 
L13*L7 
L 14+L15 

L12-Ll6 
UNSE Excel File 20 12-UNSE-Rev-RepModel 



UNS Electric, Inc 
Remove One-Half of Prepaid D&O Insurance 

Attachment RCS-2 Redacted 
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Docket No. E-04204A-12-0504 
Schedule B-2 

Page 1 of 1 
Test Year Ended June 30,2012 

Line Amount Amount Staff 
No. Description Per Company Per Staff Adjustment 

(A) (B)=(A)*0.5 (C) 

1 Prepaid Directors and Officers' Insurance $ 23,354 $ 11,677 $ (1 1,677) 

Notes and Source: 
Col. A: STF 7.05 Prepaid Balance: 

Month Amount 

2 Jun-11 $ 
3 Jul-11 $ 29,050 
4 Aug-11 $ 69,5 11 
5 Sep-11 $ 58,250 
6 Oct-11 $ 46,989 
7 Nov-11 $ 35,727 
8 Dec-11 $ 24,466 
9 Jan-12 $ 13,204 
10 Feb-12 $ 10,563 
11 Mar-12 $ 7,923 
12 Apr-12 $ 5,282 
13 May-12 $ 2,641 
14 Jun-12 $ 0 
15 Total $ 303,605 
16 13 Month Average $ 23,354 
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UNS Electric, lnc 
Post Test Year Pay lncrease 

Test Year Ended June 30.2012 

Line 

Attachment RCS-2 Redacted 
Page 19 of 34 
Docket No. E-04204A-12-0504 

Schedule C-2 
Page 1 of I 

Total Company Total Company Total Company Payroll Expense Staff 
Amount Amount Staff ACC Juris. Adjustment 

I. Payroll Expense Adjustment 
1 Test Year Recorded Payroll Expense $ 3,739,206 $ 3,739,206.00 $ 
2 Payroll Expense Adjustment $ 218,722 $ 193,723 $ (24.9991 0.97222 $ (24,304) 
3 Total Requested Payroll Expense $ 3.957.928 $ 3.932,929 $ (24,999) 0.97222 $ (24,3 04) 

11. Payroll Tax Expense Adjustment 
4 Effective tax rate 
5 Payroll tax Expense Adjustnient(L3*L4) 

8.30% 
$ (2.0 17) 

Notes and Source, 
COLA: Company Filing Income - Payroll Expense.pdf, UNSE(0504)003907 
Col. B, line 2: Company Filing Income - Payroll Expense.pdf, UNSE(0504)003908: 

Per Per 
Description Company Staff 

(F) (G) 

6 Total O&M Wages $ 4,072,850 $ 4,072,850 
7 Average Wage Increase 2.65% 2.35% [a] 
8 2013 Wage Increase(L6*L7) $ 107,931 $ 95,736 
9 2013 Wages (L6+L8) $ 4.180.781 $ 4.168.586 
IO 2014 Wage Increase(L9*L7) $ 110,791 $ 97,987 
11 2014 Wages(L9+L10) S 4.291.571 $ 4,266.573 

12 Total Adjustment(LI+LlO) S 218,721 $ 193,723 

Coi. D: Payroll Expense ACC Jurisdictional Factor Calculation based on Company Filing, Income - Payroll Expense.pdf, LJNSE(0504)003905 

Description Total Companv ACC Juris. ACC Factor 
13 Payroll Adjustment $ 218,722 $ 212,645 0.97222 

[a]: STF 7.01 and STF 7.02: 

Wape Increase 

15 Classified $ 1,165.739 2.00% $ 23,315 
16 Total $ 3,901.406 2.35% $ 91.706 

Description Amount increase Rate 
14 Unclassified $ 2,735,667 2.50% $ 68,392 
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UNS Electric, Inc 
incentive Compensation Expense 

Attachment RCS-2 Redacted 
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Docket No. E-04204A-12-0504 
Schedule C-4 

Page 1 of 1 
Test Year Ended June 30, 2012 

Line 
No. Description - 

FERC 
1 0583 
2 0592 
3 0593 
4 0901 
5 0908 
6 0920 
7 0920 capitalized 
8 O&MExpense 
9 0408 FICA Tax 
IO Total 

2012 Recorded 
Company Total 

(A) 

$ 4,827 
$ 1,512 
$ 4,924 
$ 6,388 
$ 7,304 
$ 42,568 
$ f8.9811 
$ 58,542 

$ 58.542 

Total Company Company Staff Staff 
Pro Forma Requested Recommended Adjustments 

Adjustment Total Total Total 
Per Company Company Company Company 

(B) (C)=(A)+(B) (D) ( W O W )  

ACC Staff 
Juris. Adjustments 

$ 8,407 
$ 2,633 

$ 11,126 
$ 12,722 
$ 58,500 

$ 8,577 

$ 101,965 
$ 4,255 
$ 106,220 

$ 13,234 $ 4,826 $ (8,408) 
$ 4,145 $ 1,512 $ (2,633) 
$ 13,501 $ 4,923 $ (8,578) 
$ 17,514 $ 6,387 $ (11,127) 
$ 20,026 $ 7,303 $ (12,723) 
$ 101,068 $ 42,561 $ (58,507) 
$ (8.9811 $ (7.415) $ 1.566 
$ 160,507 $ 60,097 $ (100,410) 
$ 4.255 $ 2.508 $ (1,747) 
$ 164.762 $ 62.605 $ ( 102.1 571 

1,00000 $ (8,408) 
1.00000 $ (2,633) 

1,00000 $ (11,127) 
1,00000 $ (12,723) 
0.96821 $ (56,647) 
0.96821 $ 1.516 

$ (98,600) 
0.96827 $ (1.692) 

$ (100.291) 

1.00000 $ (8,578) 

Notes and Source. 
Cols. A and B Company Pro Forma Adjustment Income-Incentive Compensation Expense.pdf, UNSE(0504)003782 
Col C: Company Pro Forma Adjustment Income Incentive Compensation Expense.pdf, UNSE(0504)003781' 

FERC 

1 1  0583 
12 0592 
13 0593 
14 0901 
15 0908 
16 0920 
17 0408 

Total Company 

$ 8,407 
$ 2,633 

$ 11,126 
$ 12,722 
$ 58,500 
f 4.255 

(H) 

$ 8,577 

ACC 

$ 8,407 
$ 2,633 
$ 8,577 
$ 11,126 
$ 12,722 
$ 56,640 
$ 4,120 

(1) 
ACC Factor 

(J) 
1.00000 
1 .ooooo 
1 .ooooo 
1.00000 
1 .ooooo 
0.96821 
0.96827 

Col. D: Staff Recommended Incentive (PEP) Expense - Based on 50/50 Allocation of a Test Year recorded amount 
Staff Proposed Staff Proposed Staff Proposed 
Total Company Total Company Total Company 

Before Adjust Acct 920 After 
FERC Total Capitalization For Capitalization Capitalization 

(K) (J-) (M) (N) 

I8 0426 $ 67.501 

19 0583 
20 0592 
21 0593 
22 0901 
23 0908 
24 0920 
25 O&M Expense 
26 Total 

$ 4,827 $ 4,826 $ 4,826 
$ 1,512 $ 1,512 $ 1,512 
$ 4,924 $ 4,923 $ 4,923 
$ 6,388 $ 6,387 $ 6,387 
$ 7,304 $ 7,303 $ 7,303 
$ 42.568 $ 42.561 $ (7.415) $ 35.146 
$ 67,523 $ 67.512 $ (7.415) $ 60.097 
$ 135.024 

Portion of account 920 capitalized Staff 
UNSE Recorded Percent Adjusted 

27 0920 Expense $ 42,568 8258% $ 35,146 
28 0920 Capitalized $ 8,981 1742% $ 7,415 
29 0920 Before Capitallzation $ 5 1.549 10000% $ 42.561 

Col D Payroll Taxes Per Staff are in same proportlon to UNSE's pro forma adjustment in Col B 



UNS Electric, lnc 
Injuries and Damages 

Test Year Ended June 30,2012 

Attachment RCS-2 Redacted 
Page 22 of 34 

Docket No. E-04204A-12-0504 
Schedule C-5 

Page I of 1 

Staff 
Line Requested Proposed Adjustment 
No. Description bv Companv bv Staff Total Company ACC Factor - 

(A) (B) (C)=(B)-(A) (D) 
Account No. Account Description 

1 50250 Workers' Compensation $ 31,927 $ 36,578 $ 4,65 1 0.9682062 
2 78040 Workers' Compensation $ (19,994) $ (35,761) $ (15,766) 0.9682062 
3 78100 Injuries and Damages $ 333,333 $ 3,333 $ (330.0001 0.9682062 
4 Total .$ 345,266 .$ 4,150 $ (341,115) 

Staff 
Adjustment 
ACC Juris. 

(E) 

$ 4,503 
$ (15,265) 
$ (319,508) 
$ (330,270) 

Notes and Source. 
Co1.A. Company Pro Forma Adjustment Income-Injuries and Damages.pdf, UNSE(0504)003892 

12 Months Ended 12 Months Ended 12 Months Ended 3 Year 
6/3 0/20 10 6/30/20 1 1 6/30/2012 Average 

5 50250 Workers' Compensation $ 23,433 $ 22,509 $ 49,838 $ 31,927 
6 78040 Workers' Compensation $ 160 $ (31,796) $ (28,347) $ (19,994) 

8 Total $ 1,023,593 $ (9.287) $ 21,491 $ 345,266 
7 78100 Injuries and Damages $ 1,000,000 $ $ - $ 333,333 

Col. B: Staff Proposed Average, data from STF 7.06: 

12 Months Ended 12 Months Ended 12 Months Ended 3 Year 
12/3 1/20 10 12/31/2011 12/3 1/20 12 Average 

9 50250 Workers' Compensation $ 23,159 $ 30,988 $ 55,586 $ 36,578 
10 78040 Workers' Compensation $ (51,060) $ (23,305) $ (32,917) $ (35,761) 

12 Total $ (27,901) $ 7.683 $ 32.669 $ 4,150 
11 78100 Injuries and Damages $ $ $ 10.000 $ 3,333 

Col. D: 
ACC Factor derived fiom Company Pro Fomia Adjustment Income-Injuries and Damages.pdf, UNSE(0504)003891: 

FERC Account Description Total Company ACC Juris. ACC Factor 
13 925 Workers' Compensation $ 323,774 $ 313,480 0.968206 



d 

4-( 
0 
4 

N 
0 
N 

M 

4 

0" 

2 I 

Attachment RCS-2 Redacted 
Page 23 of 34 



Attachment RCS-2 Redacted 
Page 24 of 34 

rn s a 
E 
0 
cd 
0 

.d Y 

.d 

0, 
2 

n 
N 
e, 

a .  3 

5; 

rn 

r 
d 

G - 5  



Attachment RCS-2 Redacted 
Page 25 of 34 

Edison Electric Institute 
Schedule of Expenses by NARUC Category 

Docket No. E-04204A-12-0504 

Schedule C-7 

For Core Dues Activities 
For the Year Ended December 31,2005 

Legislative Advocacy 

Legislative Policy Research 

Regulatory Advocacy 

Regulatory Policy Research 

Advertising 

Marketing 

Utility Operations and Engineering 

Finance, Legal, Planning and Customer Service 

Public Relations 

Total Expenses 

% of Recommended 
D u s  

20.38% 20.38% 

6.02% 

16.49% 

13.99% 

1.67% 

3.68% 

1 1.3 1 Yo 

18.75% 

7.71% 7.71% 

16.49% 

1.67% 

3.68% 

100.00% 49.93% 

The above percentages represent expenses associated with 
EEI's core dues activities, based on the operating expense 
categories established by NARUC. Core expenses are those 
expenses paid for by shareholder-owned electric utilities' dues. 

The legislative advocacy percent will differ slightly for IRS 
reporting requirements. For 2005, the lobbying % for IRS 
reporting is 19.4%. 

Page 2 of 2 

Administrative expenses are included in the percentages listed 
above. Approximately 11% of EEI's core dues expenses are 
administrative. 
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UNS Electric, Inc 
Building Allocation to Affiliates 

Attachment RCS-2 Redacted 
Page 27 of 34 

Docket No. E-04204A-12-0504 
Schedule C-8 

Page 2 of 2 
Test Year Ended June 30,2012 

Staff Adjustment 
to New TEP 

Line Per Headquarters Per Staff 
No. Description Company Building Staff Adiustment 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

Investment in Land-downtown HQ 
Investment in Office Facilities (OF) 
Investment in Furniture and Equipment (F&E) 
Less: Accumulated Depreciation Office Facilities 
Less: Accumulated Depreciation F&E 
Less: Accumulated Deferred Income Taxes OF/ F&E 
Net Investment in OF and F&E 
X Rate of Return 
Required Return on Office Facilities and F&E 
Add: 
O&M Expenses Applicable to OF and F&E 
PCLan Expenses 
Rent on UNS Tower (Net of Direct Sub Charges) 
Property Taxes Applicable to Office Facilities 
Insurance Costs Applicable to Office Facilities 
Book Depreciation on Office Facilities 
Income Taxes on Equity Portion of Return 
Revenue Requirement for Office Facilities and F&E 
I Number of Employees - Excluding SPG 
Cost Per Employee 
Annual Labor Hrs. / Employee 
Facilities Cost Per Hour 

$ 8,549,938 
$ 110,941,234 
$ 24,687,485 
$ (15,482,984) 
$ (5,555,009) 
$ (14.849.526) 
$ 108,291,136 

8.03% 
$ 8,695,778 

$ 5,453,352 
$ 6,541,567 
$ 
$ 966,480 
$ 121,850 
$ 3,288,086 
$ 3.091.784 
$ 28,158,897 

1,036 
$ 27,180 

2,080 
$ 13.07 

$ $ 8,549,938 
$ (9,632,000) c $ 101,309,234 
$ $ 24,687,485 
$ $ (1 5,482,984) 
16 $ (5,555,009) 
$ $ (14,849,526) 
$ (9,632,000) $ 98,659,136 

$ 5,890,644 
5.97% a 

$ 5,453,352 
$ 6,541,567 
$ 

$ (77,906) f $ 888,574 
$ (8,653) e $ 113,197 
$ (233,511) d $ 3,054,574 

$ 21,941,907 
1,036 

$ 21,179 
2,080 

$ 10.18 

$ - b  

(D)=(C)-(A) 

$ 
$ (9,632,000) 
$ 
$ 
$ 
$ 
$ (9,632,000) 

$ (2,805,135) 

$ 
.$ 
$ 
$ (77,906) 
$ (8,653) 
$ (233,511) 
$ (3,091,784) 
$ (6,216,990) 

~~ 

Col A: Company filing Income-Building Allocation to Affiliakpdf, UNSE(0504)003678 
a: see schedule D, Cost rate of long tenn debt 
b: Staff removed income tax because there is no equity portion allowed in the retum, which is based on TEP's cost of debt 

c: Staffs adjustments to New TEPs Headquarters Building: 
Description Amount 

22 Retail Space $ (2,136,000) 
23 Vacant Office Space $ (2,246,000) 
24 Half of Parking Structure $ (5.250.000) 
25 Total adjustment $ (9.632,OOO) 

d Adjustment to Book Depreciation: 
26 Investment in Depreciable property per Staff $ 125,996,718 Lines 2&3, col. C 

27 Investment in Depreciable property per UNSEREP $ 135,628.718 Lines 2&3, col. A 
28 Ratio of allowed Depreciable property 0.928982592 
29 Book Depreciation on Office Facilities per UNSEREP $ 3,288,086 Line 15 
30 Allowed Book Depreciation on Office Facilities per Staff $ 3,054,574 Line 28 x Line 29 
3 1 Staff adjustment to depreciation $ (233.51 1) Line 30 - Line 29 

e Adjustment for Insurance Cost on TEP office buildings 
32 Ratio of allowed Depreciable property 0.928982592 Line 28 
33 Insurance Costs Applicable to Office Facilities per UNSE $ 121,850 Line14 
34 Insurance Costs Applicable to Office Facilities per Staff $ 113,197 Line 32 x Line 33 
35 Staff adjustment to insurance $ 18,6531 Line 34 - Line 35 

f Adjustment for Property Taxes on TEP office buildings 
36 Allowed investment in land and building per Staff $ 109,859,171 Lines 1&2, col. C 

37 Investment in land and building per Staff $ 119,491.171 Lines 1&2, col. A 
38 
39 Property Taxes Applicable to Office Facilities per UNSEREP $ 966,480 Line 13 
40 Property Taxes Applicable to Office Facilities per Staff $ 888.574 Line 38 x Line 39 

Ratio of allowed land and building cost 0.9 19391 534 

41 Staff adjustment to property taxes $ (77.906) Line 40 - Line 39 
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Docket No. E-04204A-12-0504 
Schedule C-1 1 

Page 2 of 5 

UNS Electric, Inc 
Base Cost of Fuel and Purchased Power-Company Calculated Rate 

Test Year Ended June 30,2012 

Line 
No. Month - 

UNSE Recorded Actual PPFAC Base Cost of 
PPFAC Includable Sales Fuel (Dollars 

Includable Costs ( G W  per kWh) 
(C> 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 

13 12 month (6/14-5/15) 

Jun- 14 
JuI- 14 

Aug- 14 
Sep-14 
Oct-14 

NOV-14 
Dee-14 

Feb-15 

Apr- 15 
May- 1 5 

Jan- 15 

MU- 15 

14 Base Cost of Fuel 
[**END CONFIDENTIAL**] 

$ 0.05174 

Notes and Source 
STF 8.9( a)-Confidential COMPETITIVELY SENSITIVE-CONFIDENTIAL, 
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UNS Electric, Inc 
Base Cost of Fuel and Purchased Power-Staff Proposed Rate 

Test Year Ended June 30,2012 

Docket No. E-04204A-12-0504 
Schedule C-1 1 

Page 3 of 5 

Base Cost of 
Line Fuel (Dollars 
No. Description per kWh) - 

(A) 

1 Base Cost of Fuel $ 0.05706 

Notes and Source 
Staff recommends setting the base cost of fuel at the current per-kWh level of recovery 
for PPFAC-includable costs. Using this rate will help coordinate the base cost of fuel 
with the establishment of a new PPFAC rate in 2014 and will help avoid a large build-up 
of unrecovered fuel costs that could occur if a lower base cost of fuel, such as the 
$0.05174 proposed by UNSE were to be used. 

The components listed below illustrate how this new base cost of fuel coordinates 
with fuel and purchased power recovery for UNSE based on PPFAC rates expected to 
be in place effective September 1,2013: 

2 Current Average Base Cost of Fuel based upon supporting 
documents for ACC Decision No. 71914, per UNSE $ 0.06107 

4 True-Up Component Rate - HC per UNSE $ 0.00724 
5 Per kWh recovery of PPFAC-includable fuel and purchase power costs $ 0.05706 

3 Forward Component Rate - FC effective September 1,2013, per UNSE $ (0.01125) 
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Docket No. E-04204A- 12-0504 
Schedule C-11 

Page 4 of 5 

UNS Electric, Inc 
Base Cost of Fuel and Purchased Power-Company Updated Forecast 

Test Year Ended June 30,2012 

Line 
- No. Month 

UNSE Recorded Actual PPFAC Base Cost of 
PPFAC Includable Sales Fuel (Dollars 

Includable Costs WWH) per kWh) 
(A) (B) (C) 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 

13 12 month (6/14-5/15) 

14 Base Cost of Fuel 

Jun- 14 
Jul- 14 

Aug- 14 
Sep-14 
Oct- 14 

NOV- 14 
Dec- 14 
Jan- 1 5 
Feb- 15 

Apr- 15 
May- 15 

MU- 15 

[**END CONFIDENTIAL* *] 
!$ 0.050908 

Notes and Source 
STF 8.9(b)-Confidential COMPETITIVELY SENSITIVE-CONFIDENTIAL 
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U N S  Electric, Inc 
Base Cost of Fuel and Purchased Power-Actual through April 2013 

Docket No. E-04204A-12-0504 
Schedule C- 11 

Page 5 of 5 
Test Year Ended June 30,2012 

Line 
No. Month - 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 

May- 12 
Ju- 12 
Jul- 12 

Aug- 12 
Sep-12 
Oct- 12 

NOV- 12 
Dec- 12 

Feb- 13 

Apr- 13 

Jan-13 

Ma-1 3 

UNSE Recorded Actual PPFAC Base Cost of 
PPFAC Includable Includable Sales Fuel (Dollars 

costs (GWH) per kWh) 
(A) (B) (C) 

6,878,015 
8,451,525 
9,172,822 
9,488,9 17 
8,229,790 
6,641,628 
5,982,188 
6,754,885 
7,120,416 
6,006,413 
6,279,070 
6,495,666 

137,147.13 
164,825.5 1 
186,657.67 
194,8 80.1 0 
167,154.3 5 
149,683.40 
111,733.73 
115,868.27 
152,868.87 
122,914.02 
116,588.60 
116,262.33 

0.05015 
0.05128 
0.04914 
0.04869 
0.04923 
0.04437 
0.05354 
0.05830 
0.04658 
0.048 8 7 
0.05386 
0.05587 

13 12 month (May 2012 - April 2013) $ 87,501,335 1,736,583.98 

14 Base Cost of Fuel $ 0.05039 

Notes and Source 
UNSE Fuel and Purchased Power PPFAC Schedule 3 Excel File 
Co1.A: UNSE PPFAC Schedule 3, line 10, through April 2013 
Co1.B: UNSE PPFAC Schedule 3, line 2, through April 2013 
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UNS Electric, Inc. 
Docket No. E-04204A-I 2-0504 

Attachment RCS-3 
Copies of UNSE’s Non-Confidential Responses to Data Requests 

and Documents Referenced in the Direct Testimony and Schedules of 
Ralph C. Smith 

Power Company’s Docket No. E-01 933A-12-0291 
regarding the cost of the new UniSource headquarters 
building broken out by components, including cost for the 
parking structure No 2 
13 monthly amounts of UNSEs Prepaid D&O Liability 
Insurance for June 201 1 through June 2012 No 2 
Recorded Injuries and Damages expense recorded for 
calendar years 2005-2012 No 2 
UNSEs most recent depreciation study is a 2009 
Depreciation Study No 37 

STF 7.05 

STF 7.06 Supplemental 

UDR 1.73 

Total Pages Including this Page 63 

’age No 

2 

3 - 5  

6 - 8  

9 

10-15 

16 - 20 

21 - 22 

23 - 24 

25 - 26 

27 - 63 
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UNS ELECTRIC INC.’S RESPONSE TO STAFF’S SEVENTH SET OF DATA 
REQUESTS REGARDING THE 2012 UNS ELECTRIC RATE CASE 

June 10,2013 
STF 7.01 
Payroll. Refer to the Company’s PDF workpapers Income-Payroll Expense.pdf, 
UNSE(0504)003915. 
a. 

b. 

c. 

d. 

e. 

DOCKET NO. E-04204A-12-0504 

Identify what groups of employees are Within Classified. 

Identify what groups of employees are within the category Unclassified. 

In which group are Union Employees? 

Show and explain in detail how the 2.5% and 3.0% increase for 2013 was derived. 

As of what dates did the increases of 2.5% and 3% become effective? What amounts 
were these increases applied to? 

Provide comparable Classified Total and Unclassified total payroll to that shown on 
UNSE(0504)003915 for the 12 months ending March 31,2013. 

f. 

RESPONSE: 

a. 

b. 

c. 

d. 

Classified employees are those represented by a union. 

Unclassified employees are those not represented by a union. 

Union Employees are in the Classified group. 

The percentages of increases for 2013 and 2014 were projected based on market data and 
internal Company discussions, as they had not yet occurred when the rate case was filed. 

Unclassified merit increases took effect March 25, 2013. IBEW Local Union 769 
increase took effect Jan~my 14, 2013. D E W  Local Union 387 increase took effect 
March 1,2013. These increases applied to existing wage rates. 

The comparable data for the 12 months ending March 31, 2013 are as follows. Please 
note that this represents only the portion of payroll charged to Operations and 
Maintenance expense and is comparable to the pro foma adjustment. It does not include 
payroll expense capitalized, or UNS Electric payroll expense charged to affiliates. 

e. 

f. 

Classified Total 2,735,667 
Unclassified Total 1,165,739 

3,901,407 

RESPONDENT: 
Pricing (Anne Liu) (part f) and Gabrielle Camacho (parts a-e). 

WITNESS: 
Dallas Dukes 

Arizona Corporation Commission (“Commission”) 
Federal Energy Regulatory Commission (“FERC”) 
Open Access Transmission Tariff (“OATT”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 

UniSource Energy Services (“UES”) 
UniSource Energy Development Company (“UED) 
UNS Electric, Inc. (“‘UNS Electric”) 
UNS Gas,Inc. (“UNS Gas”) 
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Year 

2009 

UNS ELECTRIC INC.’S RESPONSE TO STAFF’S SEVENTH SET OF DATA 
REQUESTS REGARDING THE 2012 UNS ELECTRIC RATE CASE 

June 10,2013 
DOCKET NO. E-04204A-12-0504 

STF 7.02 

Payroll. Refer to the response to UDR 1.21 and UDR 1.22. 

a. Identify the dollar amount of wages to which each of the increases listed in that response 
was applied. 

Provide the test year amount of payroll broken out into the same categories as UDR 1.21: 
(1) Union 387; (2) Union 769 and (3) Non-Union. 

Identify the actual 2013 pay increase for each group identified in response to part b. 

Please update UDR 1.22 to show the range of recommended increases and the budget for 
2013 and 2014. 

b. 

c. 

d. 

Dollar Amount of Wages 

Union - 387 Union-769 . Non-Union 

$1,476,946 $5,955,810 $1,946,7 10 

RESPONSE: 

2010 

a. 

b. 

C. 

$1,504,339 $5,934,074 $1,917,424 

The table below details the dollar amount of base wages to which each of the increase 
listed in UDRs 1.21 and 1.22 were applied: 

201 1 $1,469,666 

2012 $1,528,883 

$5,641,147 $1,964,135 

$5,833,547 $2,035,408 

Year 

July 1,2011- June 
30,2012 

Union - 387 Union - 769 Non-Union 

$2,0 1 1,702 $6,584,5 10 $2,313,067 

I I I I 

Year 

2013 

The table below contains the amount of payroll by group identified in UDRs 1.21 and 

Union - 387 Union - 769 Non-Union 

2.5% 2.5% 2.0% 

1.22: 

Test Year Amount of Payroll 

Arizona Corporation Commission (“Commission”) 
Federal Energy Regulatory Commission (“FERC”) 
Open Access Transmission Tariff (“OATT”) 
Tucson Electric Power Company (‘TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 

UniSource Energy Services (“UES”) 
UniSource Energy Development Company r‘UED’) 
UNS Electric, Inc. (‘ZTNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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Year 

2013 

UNS ELECTRIC INC.’S RESPONSE TO STAFF’S SEVENTH SET OF DATA 
REQUESTS REGARDING THE 2012 UNS ELECTRIC RATE CASE 

June 10,2013 
Union employees do not receive merit increases. 

Management is required to keep the overall spending for merit increases for non-union 
employees within the established budget. Individual merit increases vary based on 
performance and other factors. Please see the table below for the actual recommended 
ranges of merit increases and budget for non-union employees for 20 13.20 14 figures are 
projected. 

DOCKET NO. E-04204A-12-0504 

d. 

Range of recommended 
individual merit increases Budget 

0 - 4.35 2.00 

Non-union Merit Increases (%) 

I 2014 I 0 - 4.75 I 3.00 1 

RESPONDENT: 

Gabrielle Camacho 

WITNESS: 

Dallas Dukes 

Arizona Corporation Commission (“Commission”) 
Federal Energy Regulatory Commission C‘FERC”) 
Open Access Transmission Tariff (“OATT”) 
Tucson Electric Power Company (“TEF” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation 

UniSource Energy Services (“UES”) 
UniSource Energy Development Company (“UED) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 

(TNS ’ )  



Attachment RCS-3 
Docket No. E-04204A-12-0504 
Page 5 of 63 

Year 

July 1,201 1- June 
30,2012 

UNS ELECTRIC INC.’S REVISED RESPONSE TO STAFF’S SEVENTH SET OF DATA 
REQUESTS REGARDING THE 2012 UNS ELECTRIC RATE CASE 

June 12,2013 
DOCmT NO. E-04204A-12-0504 

STF 7.02 

Payroll. Refer to the response to UDR 1.21 and UDR 1.22. 

a. Identify the dollar amount of wages to which each of the increases listed in that response 
was applied. 

Provide the test year amount of payroll broken out into the same categories as UDR 1.21: 
(1) Union 387; (2) Union 769 and (3) Non-Union. 

Identify the actual 2013 pay increase for each group identified in response to part b. 

Please update UDR 1.22 to show the range of recommended increases and the budget for 
2013 and 2014. 

b. 

c. 

d. 

RESPONSE: June 10,2013 

Test Year Amount of Payroll 

Union - 387 . Union - 769 Non-Union 

$2,011,702 $6,584,510 $2,3 13,067 

b. 

Year 

July 1,2011- June 
30,2012 

Test Year Amount of Payroll 

Union - 387 Union - 769 Non-Union 

$2,011,342 $6,577,706 $2,302,942 

RESPONDENT: 

Gabrielle Camacho 

WITNESS: 

Dallas Dukes 

Arizona Corporation Commission (“Commission”) 
Federal Energy Regulatory Commission (“FERC”) 
Open Access Transmission Tariff (“OATT”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 

UniSource Energy Services (“UES”) 
UniSource Energy Development Company (“UED’) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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UNS ELECTRIC, INC.’S SUPPLEMENTAL RESPONSE TO 
UNIFORM DATA REQUESTS - 2012 UNS ELECTRIC RATE CASE 

DOCKET NO. E-04204A-12-0504 
April 30,2013 

UDR 1.34 
Incentive Promams. List and describe all retirement and incentive programs available to 
Company officers and employees. Provide a complete copy of each incentive compensation 
program and all related materials. Identify the goals and targets in each year 2009-2012, and all 
evaluations of whether such goals were exceeded. 

a. Specifically identify the cost of any SEW or similar programs directly charged or 
allocated. 

b. State the cost by program, of each retirement program directly charged or allocated. 

RESPONSE: January 4,2013 
THE FILES LISTED BELOW CONTAIN CONFIDENTIAL INFORMATION AND ARE 
BEING PROVIDED PURSUANT TO THE TERMS OF THE PROTECTIVE 
AGREEMENT. 

Incentives: 

All UNS Electric non-union employees participate in UNS’s short-term incentive program 
(“PEP’), which is tied to annual compensation. 
The structure determines eligibility for certain bonus levels by measuring UNS’s performance as 
it impacts four stakeholder categories: 
0 Investors; 

0 Customers; 

0 CommunityEnvironment; and 

0 Employees. 
Levels of achievement in each category are assigned percentage-based “scores,” and those scores 
are combined to calculate the final payout level. The amount made available for bonuses through 
this formula may range from 15 percent to 147.5 percent maximum of the targeted payout level. 

Over the period of 2009-2012, the Investor category has encompassed a range of 35-40 percent 
of the bonus structure, the Customer category has ranged from 30-35 percent, and the 
Community/Environment and Employees categories respectively account for 15% each. 

The scores from each goal are totaled and then multiplied by the targeted bonus of each 
employee to determine the total available dollars to be paid out. Targeted bonus percentages, as 
a percent of base salary, range from 3% - 14% for regular unclassified employees, and 20-25% 
for senior management level employees. Bonus percentages, as a percent of base salary, are used 
in the caIculation of total available dollars, and actual awards may vary at management’s 
discretion based on individual employee contribution. If a payout is achieved, employee PEP 
bonuses will be distributed near the end of the first quarter the following year. Please see the 
files listed below for the goals for each year and evaluations of yearly performance. 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (‘‘LEY) 

UniSource Energy Development Company (“UED) 
UNS Electric, Inc. (“UNS Electric” or the “Company”) 
UNS Gas, Inc. (“UNS Gas”) 
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File Name 
UDR 1.34 2009-201 1 PEP Hist Prcnts-Pos-Confidential.pdf 
UDR 1.34 2009 PEP Goals-Confidential.pdf 
UDR 1.34 2010 PEP Goals-Confidential.pdf 
UDR 1.34 201 1 PEP Goals-ConfidentiaLpdf 
UDR 1.34 2012 PEP Goals-Confidential.pdf 

Bates Numbers 
UNSE\OO2692-002693 
UNSE\002694-002695 
UNSE\002696-002697 
UNSE\OO2698-002699 
UNSE\002700-00270 1 

File Name 
UDR 1.34 UES Plan SPD-ConfidentiaLpdf 

Additionally, UNS Electric employees are eligible to participate in the TEP 4 0 1 Q  Plan as 
described below: 

401(k) Plan 
TEP’s 401(k) Plan takes advantage of Section 401(k) of the Internal Revenue Code and permits 
employees to voluntarily save from 1/2% to 50% of their pay, before any deduction for state or 
federal income taxes. The Company matches $0.50 on the dollar, up to 6% of pay saved in the 
4 0 1 Q  Plan for UNS Electric employees. 

Employees’ savings and Company matching contributions are invested in one or any 
combination of a selection professionally managed investment funds at the direction of the 
employee. Employees are eligible to join the 401(k) Plan upon their date of employment. 
Company matching contributions are fully and immediately vested. Please see the file listed 
below for the summary plan description. 

Bates Numbers 
UNSE\002702-002735 

~ ~ 

File Name Bates Numbers 
UDR 1.34 401K SPD-Confidential.pdf UNSE\00263 6-00269 1 

a. 

b. 

SEW expense allocated to UNS Electric and charged to FERC 0426 during the test year 
was $148,643. 

Retirement program expense (other than SERP) directly charged or allocated to UNS 
Electric during the test year was as follows: 

UES Union and Salaried Pension Plans (FERC 0926) $366,838 
UES 401K Plan (FERC 0926) 94,487 
TEP Pensiod4OlK (FERC 0926) 308,573 
UNS Gas Pensiod401K (FERC 0926) 16,671 
Deferred Compensation Plan (FERC 0920) 5,476 

Total $792,045 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS’’) 
UniSource Energy Services (“UES”) 

UniSource Energy Development Company (‘VET) 
UNS Electric, Inc. (‘TINS Electric” or the “Company”) 
UNS Gas, Inc. ( “UNS Gas”) 
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UNS ELECTRIC, INC.’S SUPPLEMENTAL RESPONSE TO 
UNIFORM DATA REQUESTS - 2012 UNS ELECTRIC RATE CASE 

DOCKET NO. E-04204A-12-0504 
April 30, 2013 

RESPONDENT: 
Georgia Hale, Ann Eckert and Gabrielle Camacho 

WITNESS: 

Dallas Dukes 
SUPPLEMENTAL RESPONSE: April 30,2013 

In response to STF 3.05, please see UDR 1.34 2013 PEP Goals-Confidential.pdf, Bates No. 
UNSE\O13785-013786, to update the goals through 2013. 
a. In response to STF 3.15aY please see the supplemental response to UDR 1.35 b-c for 

SEW account and subaccount detail and test-year information. 

RESPONDENT: 
Gabrielle Camacho, Ann Eckert and Gabrielle Camacho 
WITNESS : 

Dallas Dukes 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (“UES”) 

UniSource Energy Development Company (“UED”) 
UNS Electric, Inc. (“UNS Electric” or the “Company”) 
UNS Gas, Inc. (“UNS Gas”) 



Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (“UES’) 

UniSource Energy Development Company (“UED”) 
UNS Electric, Inc. (“UNS Electric” or the “Company”) 
UNS Gas, Inc. (“UNS Gas”) 

~~ 
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UNS ELECTRIC, INC.’S RESPONSE TO 
UNIFORM DATA REQUESTS - 2012 UNS ELECTRIC RATE CASE 

DOCKET NO. E-04204A-12-0504 
January 4,2013 

UDR 1.62 

Accounting Adiustments. 
a. Please identify any aspects of the Company’s accounting adjustments and revenue 

requirement claim that represent a conscious deviation fi-om the principles and policies 
established in prior Commission Orders. 

b. Identify each area of deviation, and for each deviation explain the Company’s perception 
of the principle established in the prior Commission Orders, and the dollar impact 
resulting from such deviation. 

c. Show which accounts are affected and the dollar impact on each account for each such 
deviation. 

RESPONSE: 

a. The only revenue requirement claims that knowingly deviate from the Commission’s 
prior decision for UNS Electric is the “Incentive Compensation Adjustment”. 

b. In Commission Decision No. 71914 (September 30, 2010), based on the Direct 
Testimony of Commission Staff witness, Dr. Thomas H. Fish, 50 percent of the incentive 
compensation expense was removed. To cite Dr. Fish’s testimony, “Since both Company 
stock holders and rate payers benefit fi-om PEP incentive compensation I recommend that 
the Company share the incentive compensation expenses with the owners of the 
Company for PEP-related incentive compensation.’’ 
UNS Electric is requesting .full recovery of the normal and recurring level of incentive 
compensation expense for unclassified employees and 50% of incentive compensation for 
officer and senior management level employees. 

. c. Please see supporting pro forma workpapers provided in response to UDR 1.01, 
specifically the files Income - Incentive Compensation.pdf, Bates Nos. UNSE\00378 1 - 
003791, and Income - Incentive Compensation.xlsm, for the accounts affected and 
dollars impacted. 

RESPONDENT: 

Pricing (Anne Liu) 
WITNESS : 

Dallas Dukes 



Attachment RCS-3 
Docket No. E-04204A-12-0504 
Page 10 of 63 

File Name 
UDR 1.54 USWAG Dues Formulal.pdf 
UDR 1.54 USWAG Member Assessment Form.pdf 
UDR 1-54 USWAG Member UDdate Memo.Ddf 

UNS ELECTRIC, INC.’S RESPONSE TO 
UNIFORM DATA REQUESTS - 2012 UNS ELECTRIC RATE CASE 

DOCKET NO. E-04204A-12-0504 
January 4,2013 

UDR 1.54 
Industrv Association Dues. Please list all membership payments made to industry associations 
(e.g., Edison Electric Institute, etc.) requested for recovery during the test year. Identify the 
account into which such amounts are charged. 

a. 

b. 

State the purpose and objective of each organization listed. 

Provide descriptive material the Company has concerning each organization’s financial 
statements, a n n d  budget, and activities. 

Do any of the organizations listed engage in lobbying activities, attempts to influence 
public opinion, institutional or image-building advertising? If so, list each organization 
which engages in such activities, and state the Company’s best estimate of the portion of 
the organization‘s expenses devoted to such activities. Explain and show how such 
estimates were derived. State if the Company has included the portions of dues related to 
such activities in the test year. 

For each of the organizations identified, please describe how the Company perceives 
such expense to benefit ratepayers. 

c. 

d. 

RESPONSE: 
Please see part “a”, below, for the membership payments made to industry associations requested 
for recovery during the test year. The account used was FERC 930. 

a. Utilitv Air Remlatorv Group CTJARG”). UARG is a voluntary association of electric 
utility companies and organizations established to advance the interests of its members at 
the federal level in air quality regulation matters by: i) participating in administrative and 
regulatory proceedings; ii) advocacy before administrative and regulatory agencies; and 
iii) conducting litigation. UARG also provides its members with interpretations and 
clarifications of federal air regulations. 

Bates Numbers 
UNSE\002895 
UNSE\002896 
UNSE\002897 

UNS Electric’s total dues for UARG during the test year were $10,612.69. UARG dues 
are calculated based on total generating nameplate capacity and total gas-fired generation 
nameplate capacity. No portion of the dues relates to lobbying activities 

Edison Electric Institute C‘EEI”). EEI is the association of U.S. shareholder-owned 
electric companies. Organized in 1933, EEI works closely with all of its members, 
representing their interests and advocating equitable policies in legislative and regulatory 
arenas. Please see part “c”, below, for dues paid. 

Arjzona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (“UES”) 

UniSource Energy Development Company (“UED) 
UNS Electric, Inc. (“UNS Electric” or the “Company”) 
UNS Gas, Inc. (‘‘rrr\rS Gas”) 
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Total Paid 
EEI 10,000 

YO for 
Legislative Expenses 
Advocacy* Excluded 

22% 2,200 

USWAG 

Total 

*Per EEI March 29,2012 Letter - Copy attached. 

d. Compliance with federal air quality regulations can result in the need to install and 
operate pollution control equipment costing hundreds of millions of dollars. UARG’s 
involvement in new rulemakings and rule updates provides a check against overly 
burdensome and costly regulations. When federal agencies pass regulations that overstep 
their authority, UARG has a strong track record for having those regulations rescinded or 
modified, resulting in reduced operating costs for UARG members. 

Similarly, EEI works to ensure favorable regulatory outcomes at the Federal Energy 
Regulatory Commission, the Department of Energy, the Environmental Protection 
Agency and other federal agencies through direct dialogue, and formal comments on key 
policy issues affecting the electric utility industry. In addition to public policy leadership, 
EEI provides critical industry data, strategic business intelligence, and one-of-a-lund 
conferences and forums. All of which assist UNS Electric in reducing operating costs, 
which savings are passed on to its customers. 

RESPONDENT: 
Pricing (Anne Liu), Chuck Komadina, Erik Bakken and Jeffi-ey Yockey 

WITNESS: 

Dallas Dukes 

3,360 9% 302 

13,360 2,502 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP”) 
U N S  Energy Corporation flca UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (“UES”) 

UniSource Energy Development Company (“UED”) 
U N S  Electric, Inc. (“UNS Electric” or the “Company”) 
UNS Gas, Inc. ( ‘ W S  Gas”) 
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USWAG 2012 Assessment Form 

NAME: Charles W. Komadina 

COMPANY: UniSource Energy Corporation 

PHONE NUMBER: 520-918-8316 

E-MAIL ADDRESS: ckomadina@tep.com 

The 201 2 assessment is based on capacity andor sales figures as of December 3 1 , 20 1 1. 

Please fill in the following information: 

Total Generating Capacity as of 12/31/11: 2,336 Mw 

+ 
Coal Capacity as of 12/3 1/11: 1,505 Mw 

+ 
Electric Sales as of 12/31/11: 11.2 Milhn 'fwhr 

+ 
Gas Sales as of 12/31/11: 13,194 Million Cubic Feet 

Please return by January 31,2012 by e-mail, fax, or regular mail to: 

Gayle Novak 
USWAG Program Services 
701 Pennsylvania Ave., N.W. 
Washington, D.C. 20004-2696 
E-mail: gavle.novak@;uswa~.orq 

Phone: 202/508-5654 
Fax: 202/508-5150 

UNSE(0504)002896 

mailto:ckomadina@tep.com
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Utifity Sslid Waste Activities Croup 
c/o Edison Electric Institute 

701 Pennsylvania Avenue, NW 
Washington, DC 20004-2696 

202-508-5645 
www.uswag.org 

TO: USWAG Policy Committee 

FROM: Gayle Novak 

DATE: October 26,201 1 

SUBJECT: Annual Updating of USWAG Membership 

Attached please find the USWAG Membership Commitment Form and the USWAG Assessment Form. 

Dues Assessments 

Dues are calculated by adding total capacity, coal capacity, electric sales, and gas sales together; please 
refer to the USWAG Dues Formula for reference. The 2012 assessment is based on capacity and/or 
sales figures as of December 31, 201 1. Holding companies are requested to return one form reflecting 
cumulative capacity and/or sales figures from your subsidiaries. Billings for 2012 USWAG dues will be 
sent out in February. The Policy Committee approved the 2012 budget, and agreed to a per share dues 
assessment of $33,600. The per share assessment is slightly higher than that originally discussed at the 
Summer Budget Planning meeting to be able to have a round number for each one-eighth share- 
$4200-and thereby facilitate accounting. 

Reminder of Policv Reqardinq USWAG Membership 

In an effort to mitigate against delays in establishing USWAG membership for the year, the USWAG 
Policy Committee recommended, starting in 2003, the use of the Membership Commitment Form. The 
purpose of this form is to allow us to establish USWAG membership as soon as possible while giving you 
extra time if needed to compile information for the Assessment Form. Establishing USWAG membership 
for 2012 in a more timelyfashion will eliminate the necessity to withhold dissemination of members-only 
information pending resolution of membership and will also facilitate budget management. 

In keeping with this policy, the Membership Commitment Form must be returned to us no later than 
close of business, December 16'h. If you do not return this form by December 16'h, we will assume 
that you are not renewing membership for 2012 and you will lose access to USWAG information. 
[If you paid dues earlyfor 2012, you do not need to return the Membership Commitment Form.] 

In addition, the 2012 Assessment Form must be returned by January 31,2012 so that dues can be 
processed. 

The Membership Commitment Form and the Assessment Form are being transmitted in Word format to 
allow members to fill out and return them electronically if they prefer. If you choose to fill out the form(s) 
electronically, you may delete the lines and simply type the requested information in the appropriate area. 

If you have any questions, please contact me at 202/508-5654 or gavle.novak@uswaq.orq. 

Attachments 

UNSE(0504)002897 

http://www.uswag.org
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Power byAssocia?ioncY 

Edison Electric 
Institute 

March 29, 2012 

Dear Committee Members: 

We have completed the calculation of EEl’s actual final expenditures relating to influencing 
legislation for calendar year 201 1, A total of 21.3% of our regular dues was devoted to non-deductible 
activities in 2011. In addition, 29.1% of the assessment for the SFA for Industry Issues, 6.0% of the 
assessment for the SFA for Environment, 8.2% of the assessment for the  Utility Solid Waste Activities 
Group (‘USWAG”), and 68.2% of the assessment for the Water Advocacy Coalition (WAC) were devoted 
to non-deductible activities in 2011. These percentages may affect the extent to which your 2011 EEI 
dues and SFA payments qualify as a deductible business expense. 

These actual figures differ from the earlier estimates contained in your 201 I dues invoice and our 
letter dated June 9, 201 1. For your convenience, a chart with original and revised estimates for 201 1 and 
2012, as  well as actual results for 2011, is provided below. The actual percentages for calendar year 
2012 will be  provided to you by mid-201 3. 

’Summary of 2011 and 2012 Estimated, Revised and Actual Percentages 

201 I 
Original Estimate on dues invoice 
Revised Estimate -June 201 I 
ActuallFinal 

2012 
Original Estimate on dues invoice 
Revised Estimate -March 2012 

Regular 
Activities 

Core 
- Dues  

21 .O% 
26.0% 
21.3% 

26.0% 
22.0% 

Separately Funded Activities (SFA) 

Industry 
Issues Environment USWAG - WAC 

35.0% 2.0% 
36.0% 2.0% 6.0% 50% 
29.1% 6.0% 8.2% 68.2% 

36.0% 2.0% 
34.0% 6.0% 9.0% 75.0% 

Please do not hesitate to contact me at (202) 508-5540 or jschfenker@eei.orq if you have any 
questions. 

Sincerely, 

CFO & Treasurer 

@ Printed on Aec,‘.led Paper 

UNSE(0504)002894 
-~ 

http://www.eei.org
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TUCSON ELECTRIC POWER COMPANY’S SUPPLEMENTAL RESPONSE TO 
STAFF’S TWENTY SECOND SET OF DATA REQUESTS REGARDING THE 2012 TEP 

RATE CASE 

December 6,2012 
DOCKET NO. E-01933A-12-0291 

STF 22.06 
UniSource Headquarters Building. Refer to the response to STF 16.08 and to TEP’s workpapers 
for TEP rate base adjustment A and expense adjustments 0 and P. 

a. What is the total cost of the new UniSource headquarters building? Identify all costs by 
balance sheet account as of 12/3 1/20 1 1 , and by income statement account for each month 
of 201 1 and 2012. 

b. What amounts for the new UniSource headquarters building has TEP included in 
jurisdictional rate base (1) before and (2) after TEP’s pro forma adjustments? Show by 
account. 

c. What amounts for the new UniSource headquarters building has TEP included in 
jurisdictional operating expenses (1) before and (2) after TEP’s pro forma adjustments? 
Show by account. 

d. Has TEP included any rental income related to the new UniSource headquarters building 
in jurisdictional revenues? If so, please identify the amounts of such jurisdictional 
revenue (1) before and (2) after TEP’s pro forma adjustments and show the revenue 
amounts by account. 

e. 

f. 

Identify all costs in rate base and operating expenses for the 12,000 gsf of retail space, by 
account. 

Refer to the response to STF 16.08(d). Why are there no UniSource personnel in the 
UniSource headquarters building? 

g. Refer to STF 16.08 TEP HQ Stacking Plan 2012-20-24-Confidential. On what floor (or 
floors) is the 12,000 gsf of retail space? 

1. Show the amount of retail space on each floor and reconcile it to the diagram 
provided in STF 16.08 TEP HQ Stacking Plan 2012-20-24-Confidential. 

h. What is the total cost of the underground parking? Provide by account. 

1. Identify all costs by balance sheet account as of 12/31/2011, and by income 
statement account for each month of 201 1 and 2012. 

i. 

j. 

How much of the underground parking will be available for retail use? 

What other parking besides the [BEGIN CONFIDENTIAL] 249,410 gsf of underground 
parking PND CONFIDENTIAL] is available in the HQ building area for the 12,000 gsf 
of retail space? 

k. Is TEP aware of any ordinances or regulations that provide for a certain number of 
parkmg places or that require the availability of parking for buildings with retail space? 

1. If so, please identify those requirements as it would apply to the 12,000 gsf of 
retail space. 

1. How much parking area needs to be available related to 12,000 gsf of retail 
space? Explain fully and identify any source documents relied upon. 

m. Identify the cost for each floor, for floors 1 through 9, by account. 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (“UEY) 

UniSource Energy Development Company (“UED”) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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TUCSON ELECTRIC POWER COMPANY’S SUPPLEMENTAL RESPONSE TO 
STAFF’S TWENTY SECOND SET OF DATA REQUESTS REGARDING THE 2012 TEP 

RATE CASE 

December 6,2012 
DOCKET NO. E-01933A-12-0291 

1. Identify the cost by balance sheet account as of 12/31/2011, and by income 
statement account for each month of 201 1 and 2012. 

n. 

0. 

P- 

Identify the total cost for floors 1 through 9, by account. 

1. Identify the cost by balance sheet account as of 12/31/2011, and by income 
statement account for each month of 201 1 and 2012. 

Identify in detail how TEP has allocated the cost of non-occupied space in total and for 
each floor. 

Please c o n f m  the occupied space per occupant listed in the following table, compiled 
from TEP’s responses to STF 16.08(a) and (d), and identify any corrections or revision 
needed to make the information totally accurate: 

Refer to the response to STF 16.08(d). Please confirm that there are no employees in the 
UniSource headquarters building for any of the following affiliates, and if there are any 
employees at the headquarters building for any of these, identify the count (1) as of 
12/3 1/20 1 1 and (2) at presedmost recent available: 

1. UniSource Energy, Inc. 

2. UNSE 

3. UNSG 

4. UED 

5. Millennium 

Show in detail how each of the cost per square foot figures in the response to STF 
16.08(e) were derived. 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation &a UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (“UES’) 

UniSource Energy Development Company (“UED”) 
UNS Electric, Inc. (“UNS Electnc”) 
UNS Gas, Inc. (“UNS Gas”) 
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TUCSON ELECTRIC POWER COMPANY’S SUPPLEMENTAL RESPONSE TO 
STAFF’S TWENTY SECOND SET OF DATA REQUESTS REGARDING THE 2012 TEP 

RATE CASE 

December 6,2012 
Are the costs per square foot figures in the response to STF 16.08(e) annual costs? 

1. 
Can the cost of the unoccupied office space in the UniSource headquarters building be 
derived by multiplying the $263fsf listed in the response to STF 16.08(e) by the number 
of unoccupied square feet? 

1. 
Does TEP have any calculation of the cost of the unoccupied office space in the 
UniSource headquarters building? 

1. 

DOCKET NO. E-01933A-12-0291 

s. 
If not, for what period do they represent? 

t. 

If not, explain filly why not. 

u. 

If so, please identify and provide those calculations. 

RESPONSE: November 19,2012 

a. 

b. 

c. 

Please see TEP’s response AECC 9.1. 

Please see TEP’s response AECC 9.1. 

TEP included a net $286,055 of operating expenses in jurisdictional rate base for the new 
UNS headquarters building less the costs associated with the old UNS headquarters 
building. Please see the rate case adjustment labeled Income - Building Expense 
Annualization.pdf and Income - Building Allocation to Affiliates.xlsm for details. (The 
referenced files are located in TEP’s electronic data room in TEP Uniform Data 
RequestsMttachments\UDR 1 .Ol\Workpapers - SchedulesVro Forma Adjustments.) 

TEP did not include any rental income for the new UNS headquarters building in 
jurisdictional revenue, as there is no rental income. 

TEP estimatedallocated roughly $2.1 million ($1.6 million ACC Jusrisdiction) to the 
retail space construction costs in response to STF 16.08 that are included in rate base. 
TEP does not track operating costs associated with the currently un-leased retail space. 

All of the retail space is located on the first floor. 

1. There is no retail space on Floors 2 - 9. The 12,000 gross square footage (“gsf”) of 
retail is not shown on STF 16.08 TEP HQ Stacking Plan 2012-20-24- 
Confidential.pdf, which was provided in response to STF 16.08 as a diagram showing 
the gross square footage and current occupancy of the new TEP headquarters office 
building. 

TEP estimatedallocated roughly $16.0 million ($1 1.8 million ACC Jurisdiction) to the 
parking construction costs in response to STF 16.08 that are included in rate base. 

None of the underground parking is available for retail space. 100% of the parking in the 
building is for TEP employees and secured by a cardkey access system. 

There is no parking available in the building for the retail space. 

d. 

e. 

g. 

h. 

i. 

j. 
k. Yes. 

1. The City of Tucson Land Use Code specifically addresses parking requirements for all 

Anzona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“LJNS”) 
UniSource Energy Services (“UES”) 

UniSource Energy Development Company (“UED) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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TUCSON ELECTRIC POWER COMPANY’S SUPPLEMENTAL RESPONSE TO 
STAFF’S TWENTY SECOND SET OF DATA REQUESTS REGARDING THE 2012 TEP 

1. 

m. 

n. 

0. 

P. 

RATE CASE 

December 6,2012 
DOCKET NO. E-01933A-12-0291 

new facilities located in the Tucson city limits. Due to the urban setting of the building 
location and the availability of public parking in the downtown area, no parking for the 
retail space was required within the building. 

TEP is not required to provide parking for the 12,000gsf of retail space. The Downtown 
Tucson Partnership on their website states “PARKING, With over 15,000 spaces, 
parking Downtown is quick and easy. Metered street parking is less expensive than in 
almost any other city (fiee on evenings and weekends). Private and public parking lots 
and garages are also a great deal. You walk farther in a mall parking lot than you do 
parking anywhere Downtown. With parking Downtown, you’re never far from where you 
need to be. For more information about parking downtown, visit ParkWise or call their 
office at (520) 79 1-5071” - http://www.downtowntucson.org/get-around/parking/. 

TEP does not have construction or operating costs by floor for the UNS headquarters 
building. 

TEP does not have construction or operating costs by floor for the UNS headquarters 
building. 

TEP does not allocate building costs directly. Building costs are allocated through labor. 
Building costs are allocated based on total building dollars and not by individual 
building. 

The table shown in data request STF 22.06 (p) is not accurate based on the following 
assumptions. The gsf numbers as listed in response to STF 16.08 (a) includes all 
common areas, mechanical space, electrical rooms, communication rooms, restrooms, 
conference space, copy rooms, file rooms, break rooms, elevators, elevator lobbies, 
dedicated computer room space, an auditorium, area for outside auditors, the main lobby, 
and service areas. The occupancy numbers were based on a comparison of vacant 
cubicles and offices to occupied cubicles and offices. All of the common and ancillary 
areas throughout the entire building are being used by the current building occupants 
every day. 

The entire office building was designed using a standard floorplate methodology which 
maximizes all space, capitalizing on standardization as a means to operational 
efficiencies. All space assignment is based on pay grade, strictly enforced, and designed 
for maximum efficiency. All cubicles are 80sf and in one of two configurations. The 
offices and conference rooms are common sizes and have a standard layout. We have 
three office sizes; these three sizes correspond to the same size conference room. Small 
office/conference rooms are 120sf. Medium office/conference rooms are 180sf. Large 
office/conference rooms are 345sf and, when configured as an office, includes conference 
space within the office. In application, if there is no employee with the proper criteria to 
be housed in an office, the room is fitted with conference room furniture and made 
available for all employee use. 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation &a UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (“UES”) 

UniSource Energy Development Company (“UED) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 

http://www.downtowntucson.org/get-around/parking
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Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (‘TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 

UniSource Energy Development Company (“UED) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 

UniSource Energy Services (“UES”) - 1  
1 

TUCSON ELECTRIC POWER COMPANY’S SUPPLEMENTAL RESPONSE TO 
STAFF’S TWENTY SECOND SET OF DATA REQUESTS REGARDING THE 2012 TEP 

RATE CASE 

December 6,2012 
DOCKET NO. E-01933A-12-0291 

q. There are no employees in the UNS headquarters building from affiliates UNS, UNS 
Electric, UNS Gas or UED. There were approximately 8-10 SES (a Millennium 
subsidiary) employees in the building as of 1213 1/2011. 

The cost per square foot figures were based on total construction costs and gross square 
footage. 

The square foot cost for the parking was calculated based on ?4 of the land cost, direct 
construction cost, and 20% of the sales tax/ plans, permits, and impact fees/ capital cost. 

The square foot cost for the retail space was calculated based on ’/z of the land cost, direct 
construction cost for the shell building, and 80% of the sales tax/ plans, permits, and 
impact fees/ capital cost. 

The square foot cost for the office space was calculated based on ?4 of the Iand cost, 
direct construction cost for the shell building, 80% of the sales tdplans,  permits, and 
impact feedcapital cost, tenant improvements, and furniture fixtures and equipment 
(“FF&E”). 
No, the costs per square foot figures in the response to STF 16.08 (e) are based on one- 
time construction costs. As such, they do not represent a time period. 

No, the costs per square foot figures in the response to STF 16.08 (e) are based on one- 
time construction costs. The unoccupied office space represents vacant cubicles and 
office/conference rooms designed for operational flexibility and does not take into 
consideration all of the common and ancillary space as listed in STF 22.06 (p). While 
there are vacant cubicles and offices within the building, all of the common and ancillary 
areas are being used by the current occupants every day. 

r. 

s. 

t. 

u. It does not. 

RESPONDENT: 

Steve Sims, Scott Rathbun and Pricing @avid Lewis) 

WITNESS: 

Michael DeConcini, Karen Kisshger, Craig A. Jones and Dallas Dukes 

SUPPLEMENTAL RESPONSE: December 6,2012 
f. The response to part “f” was mistakenly left out of the original response. 

UNS is a holding company and does not have any employees. 

RESPONDENT: 

Dallas Dukes 

WITNESS: 

Dallas Dukes 
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TUCSON ELECTRIC POWER COMPANY’S RESPONSE TO 
STAFF’S TWENTYSIXTH SET OF DATAREQUESTS REGARDING THE 2012 TEP RATE CASE 

December 6, 2012 
DOCKET NO. E-01933A-12-0291 

STF 26.07 

Refer to the response to STF 22.06(r), which describes how TEP calculated the cost per square 
foot of (1) parking; (2) retail space; and (3) office space. Provide TEP’s detailed calculations for 
each: (1) parking; (2) retail space; and (3) office space. 

RESPONSE: 

Please see STF 26.07.xlsx for the requested information. 

RESPONDENT: 

Pricing (David Lewis) 

WITNESS: 

Michael DeConcini 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation flca UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (“UES”) 

UniSource Energy Development Company (“UED”) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 



N e w  Building Expenditures 

Land 
Building (Shell) 
Overhead 
Tenant Improvements 
Furniture & Equipment 
IT Infrastructure 
Data Center 
LEED 
Parking Structure 

8,000,000 
39,000,000 
8,750,000 
11,3 66,8 94 
4,000,000 
2,500,000 
4,200,000 

10,500,000 
1,800,000 

90,116,894 

Cost per Square Foot 
Total SF $/SF 

Retail 
Office 
Parking 

281,280 177.76 
281,280 261.61 
249,410 64.15 



Arizona Corporation Commission (“Commission”) 
Federal Energy Regulatory Commission (“FERC”) 
Open Access Transmission Tariff (“OATT’) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation flca UniSource Energy Corporation (“U.NS”) 

UniSource Energy Services (“UES”) 
UniSource Energy Development Company (“UED”) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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UNS ELECTRIC INC.’S RESPONSE TO STAFF’S SEVENTH SET OF DATA 
REQUESTS REGARDING THE 2012 UNS ELECTRIC RATE CASE 

June 10,20 13 
DOCKET NO. E-04204A-12-0504 

STF 7.05 
Prepaids. Refer to the Company’s PDF workpapers Rate Base - Working CapitaLpdf, 
UNS E(0504)004045. 

a. Please provide breakouts of the 13 monthly amounts for prepaid insurance, show the 
amounts related to each type of insurance. 

b. Please provide a detailed itemization and an explanation for each item that is included in 
each of the 13 monthly Other Prepaids, account 14100. 

RESPONSE: 

a.-b. Please see STF 7.05 Prepaid Expenses.xlsm for the 13 monthly amounts, as requested. 

RESPONDENT: 

Pricing (Anne Liu) and Martha Garcia 

WITNESS: 

Dallas Dukes 
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UNS ELECTRIC INC.’S SUPPLEMENTAL RESPONSE TO STAFF’S SEVENTH SET 
OF DATA REQUESTS REGARDING THE 2012 UNS ELECTRIC RATE CASE 

June 12,2013 
DOCKET NO. E-04204A-12-0504 

STF 7.06 

Iniuries and Damages. Refer to the Company Adjustment Income - Injuries and Damagexpdf, 
UNSE(0504)003892. 

a. 

b. 

C. 

d. 

e. 

f. 

g. 

Please provide comparable expense amounts for the 12 month periods ending 6/30/2002; 
6/30/2003; 6/30/2004; 6/30/2005; 6/30/2006; 6/30/2007; 6/30/2008; and 6/30/2009 for 
each account 50250; 78040; and 78100. 

Please provide for each account 50250, 78040 and 78100, the calendar year recorded 
expense for years 2012 through 2012. 

Did the Company make any request to defer the $1 million recorded in account 78100 
(FERC Account 925) related to the 10/20/2009 truck accident? 

1. If not, explain fully why not. 

2. If so, identify and provide the documentation for the deferral request. 

How much of the $1 million was recorded in 2009? 

Was there any determination of fault in the 10/20/2009 truck accident? 

1. If so, explain fully and provide the related documents. 

Has the Company attempted to recoup any portion of the $1 million from any party? 

1. If not, explain fully why not. 

2. If so, please explain the efforts and the results to-date. 

Does the Company have any balance sheet account relating to an Injuries and Damages 
reserve or liability? 

1. If so, please provide the monthly amounts for 1/1/2009 through 3/31/2013. 

ORIGINAL RESPONSE: June 10,2013 

a.-d. UNS Electric is in the process of gathering this information and will provide it as soon as 
possible. 

No. This was a compromised settlement with no admission of fault. 

There were no third parties identified as potential contributors to the accident. 

UNS Electric is in the process of gathering this information and will provide it as soon as 
possible. 

e. 

f. 

g. 

RESPONDENT: 

Pricing (Anne Liu) and Legal (Janice Spencer) 

WITNESS: 

Dallas Dukes 

Arizona Corporation Commission (“Commission”) 
Federal Energy Regulatory Commission (“FERC”) 
Open Access Transmission Tariff (“OATT”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation flca UniSource Energy Corporation (“UNS”) 

UniSource Energy Services (“UES”) 
UniSource Energy Development Company (“UED”) 
UNS Electric, Inc. ( ‘UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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UNS ELECTRIC INC.’S SUPPLEMENTAL RESPONSE TO STAFF’S SEVENTH SET 
OF DATA REQUESTS REGARDING TKE 2012 UNS ELECTRIC RATE CASE 

June 12,2013 
DOCKET NO. E-04204A-12-0504 

SUPPLEMENTAL RESPONSE: June 12,2013 

a. Data for the 12 month periods ended prior to 6/30/2007 is not readily available. 

12 Months Ended 
Account Account Description - FERC FERC DescriDtion 6/30/2007 6/30/2008 6/30/2009 

50250 Workers‘ Compensation 0925 Injuries & Damages 20,588 21,385 23,565 

78040 Workers’ Compensation 0925 Injuries & Damages (46,740) 34,646 275,003 

78100 Injuries & Damages 0925 Injuries & Damages 17,889 188.174 36,364 

(8.263) 244,205 334,932 

b. Data prior to calendar year 2005 is not readily available. 

DEC-05 DEC-06 DEC-07 DEC-08 DEC-09 DEC-10 DEC-11 - - - - - - -  Acct Acct Name 

50250 Workerr’ Compensation 11,444 12,803 19,885 23.885 22,882 23,159 30,988 

78040 Workers’ Compensation 31,580 81,037 (3,951) 21 1,836 124.887 (51.060) (23,305) 

- DEC-12 

55,586 

(32,917) 

78100 Injuries & Damages - 10,064 174,182 13,992 1,036,364 - 10,000 

43,024 103,904 190,116 249,713 1,184,132 (27,901) 7.683 32,670 

c. No, the Company did not make a request to defer the $1 million recorded in account 
78100. 

1. The Company is self-insured up to $1 million dollars for an individual incident. This 
historically has led to moderate recurring levels of Injuries and Damages expense, by 
avoiding higher annual premium expenses. However, this does provide for the 
possibility (within the normal course of business) that a catastrophic incident(s) will 
occw and expenses will be higher in some years. Since the Company has historically 
recovered injuries and damages expense through a normalization process - the 
Company believed any such incurred normal expenses would be considered and 
treated consistently in future rate cases. With actual expenses incurred historically 
being evaluated and an appropriate normalized recurring expense level being 
determined; as has been done in prior rate filings. 

d. 

e. 

f. 

g. 

RESPONDENT: 

Pricing (Anne Liu) (a-d and g) and Legal (Janice Spencer) (e and f) 

WITNESS : 

Dallas Dukes 

The entire $1 million was recorded in 2009. 

No. This was a compromised settlement with no admission of fault. 

No. There were no third parties identified as potential contributors to the accident. 

No. The Company does not have any balance sheet account reserves related to Injuries 
and Damages. 

Arizona Corporation Commission (“Commission”) 
Federal Energy Regulatory Commission (“FERC”) 
Open Access Transmission Tariff (“OATT”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 

UniSource Energy Services (“UES”) 
UniSource Energy Development Company (“UED”) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas,Inc.(“UNS Gas”) 
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UNS ELECTRIC, INC.’S RESPONSE TO 
UNIFORM DATA REQUESTS - 2012 UNS ELECTRIC RATE CASE 

DOCKET NO. E-04204A-12-0504 
January 4,2013 

PLANT IN SERVICE: 

UDR 1.73 

Depreciation Studv. Please provide a complete copy (both in electronic and paper) of UNS 
Electric’s last complete depreciation study. 

RESPONSE: 

Please see UDR 1.73 2009 Depreciation Study.pdf, Bates Nos. UNSE\OO2924-002959, for the 
most recent UNS Electric depreciation study, which was prepared by Foster & Associates as of 
December 3 1,2008. 

RESPONDENT: 

Carl Dabelstein 

WITNESS: 

Dallas Dukes 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (“UES”) 

UniSource Energy Development Company (“UED”) 
UNS Electric, Inc. (“UNS Electric” or the “Company”) 
UNS Gas, Inc. (“UNS Gas”) 
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EXECUTIVE SUMMARY 

1 NTRODUCTION 
This report presents the findings and recommendations developed by Foster 

Associates in a 2009 Technical Update of depreciation rates for UNS Electric, Inc. 
(UNS Electric), an operating subsidiary of UniSource Energy Services, Inc. Pa- 
rameters (ie., projection curves, projection lives and future net salvage rates) used 
in the update were developed in the Company's 2006 Depreciation Rate Review 
based on December 31,2005 plant and reserve balances. Rates developed in the 
2006 Review were approved by the Arizona Corporation Commission (ACC) in 
Docket No. E-04204A-06-0783 (Decision No. 70360, dated May 27,2008).* Age 
distributions of surviving plant on December 3 1, 2008 were used in the 2009 up- 
date to derive composite service life statistics and theoretical depreciation re- 
serves. 

The purpose of a technicat update is to adjust depreciation rates for changes 
in the variables associated with a remaining life accrual rate. The variables for an 
account include the age distribution of surviving plant, the recorded depreciation 
reserve and the average net salvage rate used in the calculation of a theoretical re- 
serve. A techniml update retains the parameters developed and/or approved in the 
most recent full depreciation study and adjusts depreciation rates for subsequent 
changes in plant, reserves and realized net salvage activity. 

At the request of UNS Electric, two updates were prepared. The first update 
excludes Black Mountain Generation Station. The station is a simple cycle 90 
megawatt combustion turbine generation plant constructed by UniSource Energy 
Development Company. The plant, located in Kingman, Arizona, commenced 
commercial operation May 30,2008. The second update includes Black Mountain 
using an estimated year of final retirement provided by Tucson Electric Power en- 
gineers. 

The principal findings fiom this review are summarized in the attached state- 
ments. statement A provides a comparative summary of current and proposed an- 
nual depreciation rates for each rate category. Investment and net salvage compo- 
nents are displayed as directed by the ACC in Decision No. 70360. Statement B 
provides a comparison of current and proposed annualized depreciation accruals. 
Statement C provides a comparison of recorded, computed and redistributed de- 
preciation reserves for each rate category. Statement D provides a summary  of the 
components used to obtain a weighted-average net salvage rate for each plant ac- 

' With the exception of transportation equipment and amortizable categories, projection h e s  and 
projection curves recommended in the 2006 Review were derived from the parameters estimated 
by Citizens in the 1991 study. Parameters for transportation equipment (not included in the Citi- 
zens study) were adopted from a UNS Gas study conducted by Foster Associates in 2006. Projec- 
tion lives approved for Citizens were adopted as amortization periods for the proposed amortiza- 
tion categories. 
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count. Statement E provides a comparative summary of current and proposed pa- 
rameters and statistics including projection life, projection curve, average service 
life, average remaining life, and average and future net salvage rates. 

SCOPE OF STUDY 
The principal activities undertaken in the course of conducting the 2009 

Technical Update included: 
Collection of plant and net salvage data; 
Reconciliation of data to the official records of the Company; 

= Computation of average net salvage rates; and . Development of adjusted accrual rates for each rate category. 

PROPOSED DEPRECIATION RATES 
Table 1 provides a summary of the changes in annual rates and accruals re- 

sulting from the 2009 Technical Update excluding the Black Mountain Generation 
Station. Rates proposed for each primary account (with the exception of amortiza- 
tion accounts) have been developed including an allowance for net salvage. 

Accrual Rate 2009 Annualized Accrual 
Function Current Proposed Difference Current Proposed Difference 

intangible Plant 5.25% 5.1 1% -0.14% $403,155 $3%2,316 ($10,839) 
A B C D=CB E F GEF-E 

Oiher Production 2.44% 2.43% -0.01% 642,594 642,285 (309) 
Transmission 3.52% 3.36?! -0.16% 1,959,277 1,866,367 (92,910) 
Distribution 4.17% 3.970/0 -0.20% 13,845.594 13,174,058 (671,535) 
General Plant 8.73% 8.01% -0.72% 1,980.388 1,817,624 (162.7644) 

Total Utility 424% 4.03% -0.21% $18,831,008 $17,892,650 ($938,358) 
~~ ~ 

Table 1. Current and Proposed Rates and Accruals Excluding Black Mountain 

Adjustments developed in the technical update produce a composite deprecia- 
tion rate of 4.03 percent. Depreciation expense is currently accrued at an equiva- 
lent rate of 4.24 percent. The change in the composite depreciation rate is a reduc- 
tion of 0.21 percentage points. 

A continued application of rates derived from currently approved parameters 
would produce annual depreciation expense of $1 8,83 1,008 compared with an an- 
nual expense of $17,892,650 using the rates developed in the update. The expense 
reduction of $938,358 is generally attributable to a change in the mix of plant in- 
vestments among primary accounts and changes in the age distributions of surviv- 
ing plant. 
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Table 2 provides a summary of the changes in annual rates and accruals re- 
sulting from the 2009 Update including the Black Mountain Generation Station. 

Accrual Rate 2009 Annualized Accrual 
Function Current Proposed Difference Current Proposed Difference 

h B C D=C0 E F G=F€ 

Intangible Plant 5.25% 5.11% -0.14% $403,155 $392,316 ($10,839) 
Other Production 2.55% 2.56?h 0.01 % 2,257,314 2,268,100 10,786 
Transmission 3.52Yo 3.36% -0.16% 1,959,278 I ,866,366 (92,912) 
Distribution 4.17% 3.97% -Wo% 13,845,595 13,174,058 (671,537) 
General Plant 8.73% 8.01% -0.72% 1,980,388 1,817,622 (162,766) 

Total Utility 4.04% . 3.85% -0.19% $20,445,730 $19,516,462 ($927,268) 

Table 2. Current and Proposed Rates and AccruaIs lncluding Black Mountain 

Adjustments developed in the update produce a composite depreciation rate 
of 3.85 percent. Depreciation expense is currently accrued at an equivalent rate of 
4.04 percent. The change in the composite depreciation rate is a reduction of 0.19 
percentage points. 

A continued application of rates derived from current parmeters would pro- 
duce annual depreciation expense of $20,445,730 compared with an annual ex- 
pense of $19,518,462 using the rates developed in the update. The expense reduc- 
tion of $927,268 is generally attributable to a change in the mix of plant invest- 
ments among primary accounts and changes in the age distributions of surviving 
plant. 
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STUDY PRQCEDURE 

INTRODUCTION 
Unlike a full depreciation study in which projection curves, projection lives 

and future net salvage rates are estimated from a statistical analysis of recorded re- 
tirements and net salvage reaiized in the past, a technical update generally retains 
the parameters currently used by the utility and adjusts depreciation rates for 
known. and measurable changes in the age distributions of surviving plant, depre- 
ciation reserves, and average net salvage rates due to the passage of time. A tech- 
nical update is intended to align depreciation rates with the accounting year the 
rates will become effective. 

SCOPE 

principal activities: 
The steps involved in preparing a technical update can be grouped into five 

. Data collection; 
Calculation of service life statistics; 
Computation of average net salvage rates; 

= Rebalancing of depreciation reserves; and 
= Development of accrual rates. 

The scope of the 2009 update for UNS Electric included a consideration of 
each of these tasks as  described below. 

DATA COLLECTION 
Plant accounting and depreciation reserve transactions recorded over the pe- 

riod 2006-2008 and age distributions of surviving plant at December 31, 2008 
were provided to Foster Associates in an electronic format and appended to the 
database used in conducting the 2006 Review. Depreciation rates currently used 
by TJNS Electric were developed using a broad-group procedure. The realized life 
of surviving vintages derived from the dollar-years of service provided by each 
vintage is not relevant to an update of broad-group depreciation rates. Therefore, 
plant transactions recorded in prior activity years were only used to derive age dis- 
tribution at December 31,2008. The accuracy and completeness of the assembled 
database was verified by comparisons to FERC Form 1 for activity years 2006- 
2008. Prior activity years were reconciled in the 2006 Review. Derived age distri- 
butions were reconciled to the continuing property records at December 3 1,2008. 
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CALCULATION OF SERVICE LIFE STATISTICS 
The composite remaining life and average service life of a plant category used 

in the calculation of depreciation rates are derived from a tabular arrangement of 
the age distribution of surviving plant and related statistics. The format of such a 
table is called a generation arrangement. 

The age distribution of surviving plant is a column of numbers showing the 
dollar amount of investment remaining in service at the beginning of a study year 
from each of the vintages installed in prior years. The sum of an age distribution is 
the total plant in service for a plant category. The source of data used to construct 
an age distribution is a company’s Continuing Property Record (CPR) system. 

Statistics for each vintage (i-e., average service life and remaining life) con- 
tained in a generation arrangement are derived from a mathematical function 
called a survivor curve. The survivor curve most descriptive of the forces of re- 
tirement acting upon a plant category is identified from a statistical analysis of 
past retirement experience, coupled with a consideration of how these forces are 
likely to change in the future. The collection of past retirements used in the statis- 
tical analysis can be viewed as a random sample from an unknown parent popula- 
tion. The objective of a life analysis is to estimate the parameters (i.e., mean ser- 
vice life and dispersion characteristics) of the parent population. The mean service 
life of the population which best describes the timing of past and future retire- 
ments i s  called a projection life and the survivor curve selected to describe the 
forces of retirement acting upon the population is called aprojection curve. A 
technical update generally retains the service life parameters estimated in a full 
depreciation study. Statistics for each vintage, however, are updated to reflect 
known and measurable changes in the age distributions of surviving plant. 

COMPUTATION OF AVERAGE N E T  SALVAGE RATES 
Estimates of net salvage rates applicable to future retirements are derived in a 

full depreciation study from an analysis of gross salvage and removal expense re- 
alized in the past and a consideration of future expectations that may dictate a de- 
parture from historical indications. Future net salvage rates adopted from such an 
analysis are retained as fixed parameters in a technical update. 

The average net salvage rate for an account or plant function is derived from 
a direct dollar weighting of a) historical retirements with historical (or realized) 
net salvage rates and b) future retirements (i.e., surviving plant) with the estimated 
future net salvage rate. Average net salvage rates will change, therefore, as addi- 
tional years of retirement and net salvage activity become available and as subse- 
quent plant additions alter the weighting of future net salvage estimates. 

The computation of salvage rates is shown in Statement D. 
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REBALANCING OF DEPRECIATION RESERVES 
Although reserve records are typically maintained by various account classifi- 

cations, the total reserve for a company is the most important measure of the 
status of the company's depreciation practices and procedures. If a company has 
not previously conducted statistical life studies or considered retirement disper- 
sion in setting depreciation rates, it is likely that some accounts will be over- 
depreciated and other accounts will be under-depreciated relative to a calculated 
or theoretical reserve. Differences between theoretical and recorded reserves will 
also arise as a normal occurrence when service lives, dispersion patterns and net 
salvage estimates are changed in the course of depreciation reviews. It is appro- 
priate, therefore, and consistent with group depreciation theory to periodically re- 
distribute recorded reserves among the various primary accounts based upon the 
most recent estimates of retirement dispersion and net salvage rates. 

A rebalancing of recorded reserves is consistent with the objectives of a tech- 
nical update and is considered appropriate for UNS Electric. The rebalancing of 
reserves undertaken in the 2009 update will help to stabilize depreciation rates and 
preserve consistency between measured reserve imbalances and the parameters 
used in the formulation of updated remaining-life accrual rates. 

A redistribution of the recorded reserve was achieved for UNS Electric by 
multiplying the calculated reserve for each primary account within a hc t ion  (or 
plant location) by the ratio of the function (or location) total recorded reserve to 
the function (or location) total calculated reserve. The sum of the redistributed re- 
serves within a function (or location) is, therefore, equal to the function (or loca- 
tion) total recorded depreciation reserve before the redistribution. 

Statement C provides a comparison of recorded, computed and rebalanced re- 
serves for UNS Electric at December 31, 2008. The recorded reserve excluding 
Black Mountain was $193,348,358 or 43.5 percent of the depreciable plant in- 
vestment. The corresponding computed reserve is $184,859,206 or 4 1.6 percent of 
the depreciable plant investment. A proportionate amount of the measured reserve 
excess of $8,489,152 will be amortized over the composite weighted-average re- 
maining life of each rate category. 

The recorded reserve including Black Mountain was $194,357,557 or 38.4 
percent of the depreciable plant investment. The corresponding computed reserve 
is $185,594,056 or 36.7 percent of the depreciable plant investment. A propor- 
tionate amount of the measured resewe excess of $8,763,501 will be amortized 
over the composite weighted-average remaining life of each rate category. 
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DEVELOPMENT OF ACCRUAL RATES 
Tke goal or objective of depreciation accounting is cost allocation over the 

economic life of an asset in proportion to the consumption of service potential. 
Ideally, the cost of an asset-which represents the cost of obtaining a bundle of 
service units-should be allocated to future periods of operation in proportion to 
the amount of service potential expended during an accounting interval. The ser- 
vice potential of an asset is the present value of future net revenue ( ie . ,  revenue 
less expenses exclusive of depreciation and other non-cash expenses) or cash in- 
flows attributable to the use of that asset alone. 

Depreciation rates currently approved for UNS Electric were developed using 
a system composed of the straight-line method, broad-group procedure, remain- 
ing-life technique. Depreciation rates proposed in the update were developed us- 
ing the currently approved system. 

Docket No. E-04204A-12-0504 
UDR 1.73 2009 Depreciation Study.pdf 
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STATEMENTS 

INTRODUCTION 
This section provides a comparative summary of depreciation rates, annual- 

ized depreciation accruals, recorded and computed depreciation reserves, and CUT- 
rent and proposed service life and net salvage parameters for UNS Electric. The 
content of these statements is briefly descrjbed below. . Statement A provides a comparative summary of current and 

proposed annual depreciation rates for calendar year 2009 us- 
ing the straight-line method, broad group procedure, remain- 

Statement B provides a comparison of the current and pro- 
posed annualized depreciation accruals for calendar year 2009 
derived from the rates developed in Statement A. . Statement C provides a comparison of recorded and computed 
reserves for each rate category and sets forth the computations 
used to redistribute recorded reserves among primary plant 
accounts. 

. ing-life technique. 

. Statement D provides a summary of the components used to 
obtain a weighted average net salvage rate for each rate cate- 
gory. . Statement E provides a comparative summary of current pa- 
rameters including projection life, projection curve and future 
net salvage rates. The statement also contains current and 
proposed statistics including average sentice life, average re- 
maining life, and average net salvage rates. 

Current depreciation accruals shown on Statement B are the product of the 
plant investment (Column B) and current depreciation rates shown on Statement 
A. Similarly, proposed depreciation accruals shown on Statement B are the prod- 
uct of the plant investment and the proposed depreciation rates shown on State- 
ment A. Both current and proposed remaining life accrual rates are given by: 

1 .O - Reserve Ratio - FutureNet Salvage Rate 
Remaining Life 

Accrual Rate = 
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UNS ELECTRIC, INC. (Excluding Black Mountain) 
Comparison of Current and Proposed Accrual Rates 

Current BG Procedure I RL Technique 
Proposed: BG Procedure I RL Technique 

Statement A 

Current Rates (at 12/31/2008) Proposed Rates (at 12/31/2008) 
Account Desaiption Investment Net Salvage Total Investment Net Salvage Total 

A B C C=BC E F G-E+F 

INTANGIBLE PLANT 
Depreciable 

303.WP Misc. Intangible - WAPA Switchboard 
Total Depreciable 
Amortizable 

302.00 Franchises and Consents 
303.00 Miscellaneous Intangible Plant 
303.WC Misc. Intangible - WAPA Fiber Optic 
303.PC Mischtangible Plant - PC Software 

Total Amortizable 
Total Intangible Plant 

OTHER PRODUCTION PLANT 
341 .OO Structures and Improvements 
342.00 Fuel Holders, Producers and Accessories 
343.00 Prime Movers 
344.00 Generators 
345.00 Accessory Electric Equipment 
346.00 Miscellaneous Power Plant Equipment 

Total Other Production Plant 
TRANSMISSION PLANT 
350.RW Rights of Way 
352.00 Structures and lmprovements 
353.00 Station Equipment 
354.00 Towers and Fixtures 
355.00 Poles and Fixtures 
356.00 Overhead Conductors and Devices 
358.00 Underground Conductors and Devices 
359.00 Roads and Trails 

DISTRIBUTION PLANT 
360.RW Rights of Way 
361 .OD Structures and Improvements 
362.00 Station Equipment 
364.00 Poles, Towers and Fixtures 
365.00 Overhead Conductors and Devices 
366.00 Underground Conduit 
367.00 Underground Conductors and Devices 
368.00 Line Transfonners 
369.0H Services - Overhead 
369.UG Services - Underground 
370.00 Meters 
373.00 Street Lighting and Signal Systems 

GENERAL PLANT 

390.00 Structures and hprovements 
392.C1 Transportation Equipment - Class 1 
392.C2 Transportation Equipment - Class 2 
392.C3 Transportation Equipment - Class 3 
392.C4 Transportation Equipment - Class 4 
392.C5 Transportation Equipment - Class 5 
396.00 Power Operated Equipment 

Total Transmission Plant 

Total Distribution Plant 

Depreciable 

Total Depreciable 

3.1 3% 3.13% 2.82% 2.82% 
3.1 3% 3.13% 2.82% 2.82% 

+- 25 Year Amortization -+ 

t 15 Year Amortization -t t 15 Year Amortization -+ 

+- 23 Year Amortization + t 23 Year Amort'kation -+ 

+- 5 Year Amortization -$ t 5 Year Amortization -, 
7.00% 7.00% 7.00% 7.00% 
5.25% 5.25% 5.11% 5.11% 

2.07% 2.07% 2.05% 2.05% 
2.51 % 2.51% 2.52% 2.52% 
2.53% 2.53% 2.53% 2.53% 
2.33% 2.33% 2.33% 2.33% 
2.35% 2.35% 2.35% 2.35% 
2.64% 2.64% 2.64% 2.64% 
2.44% . 2.44% 2.43% 2.43% 

2.02% 
3.13% 
3.15% 
5.03% 
4.08% 
2.66% 
4.36% 
2.02% 
3.38% 

2.03% 
2.96% 
4.09% 
3.76% 
3.76% 
3.61% 
4.40% 
4.41 % 
3.77% 
3.75% 
2.96% 

- 4.04% 
3.95% 

2.02% 
3.13% 
3.1 5% 
5.03% 

0.40% 4.40% 
2.66% 
4.36% 
2.02% 

0.15% 3.52% 

1.91% 
2.93% 
3.02% 
4.89% 
3.86% 
2.55% 
1.99% 
1.93% 
3.22% 

1.91% 
2.93% 
3.02% 
4.89% 

0.38% 4.24% 
2.55% 

0.10% 2.09% 
1.93% 

0.14% 3.36% 

2.03% 
2.96% 
4.09% 

0.38% 4.14% 
0.37% 4.13% 
0.18% 3.79% 

4.40% 
0.22% 4.63% 

3.77% 
3.75% 

0.15% 3.11% 
4.04% 

0.22% '4.17% 

1.95% 
2.90% 
3.84% 
3.54% 
3.57% 
3.49% 
4.25% 
4.21% 
3.54% 
3.61% 
2.90% 

3.76% 
3.87% 

1.95% 
2.90% 
3.04% 

0.34% 3.88% 
0.35% 3.92% 
0.17% 3.66% 
0.02% 4.27% 
0.24% 4.45% 

3.54% 
3.61% 

0.11% 3.01% 
3.07% 

0.21% 3.97% 

2.65% 2.65% 2.60% 2.60% 
12.75% 12.75% 12.35% -0.46% 11.89% 
16.99% 16.99% 16.33% -1.24% 15.09% 
20.21 Yo 20.21% 19.32% -0.94% 18.38% 
13.47% 13.47% 11.88% -0.32% 11.56% 
12.55% 12.55% 12.33% -1 23% 1 1 .I 0% 

-0.68% 9.87% 11.04% 11.04% 10.56% 
6.92% 6.92% 6.53% 6.53% 
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UNS ELECTRIC, INC. (Excluding Black Mountain) 
Comparison of Current. and Proposed Accrual Rates 

Current BG Procedure I RL Technique 
Proposed: BG Procedure I RL Technique 

Statement A 

I Current Rates (at 12/31/2008) Proposed Rates (at 12/31/2008) 
Account DescriDticn Investment Net Salvage Total Investment Net Salvage Total 

Amortizable 
391.10 Office Furniture and Equipment t 21 Year Amortization + 
391.20 Computer Equipment - PCs c- 5 Year Amortization t 5.Year Amortization 4 
393.00 Stores Equipment t 33 Year Amortization -+ t 33 Year Amortization -, 
394.00 Tools, Shop and Garage Equipment t 29 Year Amortization .-, 
395.00 Laboratory Equipment c 40 Year Amortization + 

397.CE Communication Equipment c 23 Year Amortization + 
398.00 Miscellaneous Equipment c 18 Year Amortization -t c 18 Year Amortization -t 

c 21 Year Amortization -t 

t 29 Year Amortization + 
t 40 Year Amortization 4 
t 23 Year Amortization + 

Total Amortizable 5.04% 5.04% 5.04% 5.04% 
Total General Plant 
TOTAL UTILIIY 

8.73% 8.73% 8.43% -0.42% 8.01% 
4.06% 0.18% 4.24% 3.88% 0.15% 4.03% 
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UNS ELECTRIC, INC. (Including Black Mountain) 
Comparison of Current and Proposed Accrual Rates 

Current- BG Procedure I RL Technique 
Proposed:.BG Procedure I RL Technique 

Statement A 

A 

INTANGIBLE PLANT 
Depreciable 

303.WP Misc. Intangible - WAPA Switchboard 
Total Depreciable 
Amortizable 

302.00 Franchises and Consents 
303.00 Miscellaneous Intangible Plant 
303.WC Misc. Intangible - WAPA Fiber Optic 
303.PC MiscJntangible Plant - PC Software 

Total Amortizable 
Total Intangible Plant 

OTHER PRODUCTION PLANT 
341 .OO Structures and Improvements 
342.00 Fuel Holders, Producers and Accessories 
343.00 Prime Movers 
344.00 Generators 
345.00 Accessory Electric Equipment 
346.00 Miscelianeous Power Plant Equipment 
353.00 Station Equipment 

TRANSMISSION PLANT 
350.RW Rights of Way 
352.00 Structures and Improvements 
353.00 Station Equipment 
354.00 Towers and Fixtures 
355.00 Poles and Fixtures 
356.00 Overhead Conductors and Devices 
358.00 Underground Conductors and Devices 
359.00 Roads and Trails 

DISTRIBUTION PLANT 
360.RW Rights of Way 
361 .OO Structures and Improvements 
362.00 Station Equipment 
364.00 Poles, Towers and Fiwtures 
365.00 Overhead Conductors and Devices 
366.00 Underground Conduit 
367.00 Underground Conductors and Devices 
368.00 Line Transformers 
369.0H Services - Overhead 
369.UG Services - Underground 
370.00 Meters 
373.00 Street Lighting and Signal Systems 

Total Other Production Plant 

Total Transmission Plant 

Total Distribution Plant 

Depreciable 
GENERAL PLANT 

390.00 Structures and Improvements 
392.C1 Transportation Equipment - Class 1 
392.C2 Transportation Equipment - Class 2 
392.C3 Transportation Equipment - Class 3 
392.C4 Transportation Equipment - Class 4 
392.C5 Transportation Equipment - Class 5 
396.00 Power Operated Equipment 

Total Depreciable 

I Current Rates (at 12/31/2008) Proposed Rates (at 12/31/2008) 
Account Description Investment Net Salvage Total Investment Net Salvage Total 

8 c 0=8C E F G=E+F 

3.13% 3.13% 2.82% 2.82% 
3.13% 3.13% 2.82% 2.82% 

t 25 Year Amortization -, 
t 15 Year Amortization -+ 

t 23 Year Amortiation -+ 

c 15Year Amortization -+ 
+- 23 Year Amortization - 

c 5 Year Amortization -+ t 5 Year Amortization + 
7.00% 7.00% 7.00% 7.00% 
5.25% 5.25% 5.1 1 % 5.11% 

2.35% 2.35% 2.36% 2.36% 
2.53% 2.53% 2.55% 2.55% 
2.53% 2.53% 2.53% 2.53% 
2.54% 2.54% 2.58% 2.50% 
2.52% 2.52% 2.55% 2.55% 
2.58% 2.58% 2.62% 2.62% 
3.13% 3.13% 2.62% 2.62% 
2.55% 2.55% 2.56% 2.56% 

2.02% 2.02% 1.91% 1.91% 
3.13% 3.13% 2.93% 2.93% 
3.15% 3.15% 3.02% 3.02% 
5.03% 5.03% 4.89% 4.89% 
4.08% 0.40% 4.48% 3.86% 0.38% 4.24% 
2.66% 2.66% 2.55% 2.55% 
4.36% 4.36% 1.99% 0.10% 2.09% 
2.02% 2.02% 1.93% 1.93% 
3.38% 0.15% 3.52% 3.22% 0.14% 3.36% 

2.03% 2.03% 1.95% 1.95% 
2.96% 2.96% 2.90% 2.90% 
4.09% 4.09% 3.84% 3.84% 
3.76% 0.38% 4.14% 3.54% 0.34% 3.88% 
3.76% 0.37% 4.13% 3.57% 0.35% 3.92% 
3.61 % 0.18% 3.79% 3.49% 0.77% 3.66% 
4.40% 4.40% 4.25% 0.02% 4.27% 
4.41% 0.22% 4.63% 4.21% 0.24% 4.45% 
3.77% 3.77% 3.54% 3.54% 
3.75% 3.75% 3.61% 3.61 % 
2.96% 0.15% 3.11% 2.90% 0.11% 3.01% 
4.04% 444% 3.87% 3.87% 
3.95% 0.22% 4.17% 3.76% 0.21% 3.97% 

2.65% 2.65% 2.60% 2.60% 
12.75% 12.75% 12.35% -0.46% 1 I .89% 
16.99% 16.99% 16.33% -1.24% 15.09% 
20.21 % 20.21% 19.32% -0.94% 18.38% 
13.47% 13.47% 11.88% -0.32% 1 1.56% 
12.55% 12.55% 12.33% -1.23% 11.10% 
6.92% 6.92% 6.53% 6.53% 

11.04% 11.04% 10.56% -0.68% 9.87% 
PAGE 19 
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UNS ELECTRIC, INC. (Including Black Mountain) 
Comparison of Current and Proposed Accrual Rates 

Current: BG Procedure I RL Technique 
Proposed: BG Procedure / RL Technique 

Statement A 

Current Rates (at 12/31/2008) Proposed Rates (at 12/31/2008) 
Account Description Investment Net Salvage Total Investment Net Salvage Total 

Amortizable 
391.10 Office Furniture and Equipment t 21 Year Amortization -+ 

391.20 Computer Equipment - PCs c 5 Year Amortization 4 t 5 Year Amortization 4 

393.00 Stores Equipment t 33 Year Amortization + 

394.00 Tools, Shop and Garage Equipment c 29 Year Amortization 4 
395.00 Laboratow Equipment t 40 Year Amortization 
397.CE Communication Equipment t 23 Year Amortization -+ 

398.00 Miscellaneous Equipment t 18 Year Amortization 4 

Total Amortizable 5.04% 5.04% 5.04% 5.04% 

t 21 Year Amortization + 

t 33 Year Amortization --+ 

+ 29 Year Amortization + 
+- 40 Year Amortization 4 

t 23 Year Amortization -+ 
c 18 Year Amortization 4 

Total General Plant 
TOTAL UTILITY 

OTHER PRODUCTION PLANT 
Nogales 
341 .OO Structures and Improvements 
342.00 Fuel Holders. Producers and Accessories 
343.00 Prime Movers 
344.00 Generators 
345.00 Accessory Electric Equipment 
346.00 Miscellaneous Power Plant Equipment . 
353.00 Station Equipment 

Total Nogales 

8.73% 
3.88% 

2.07% 
2.51% 
2.53% 
2.33% 
2.35% 
2.64% 

2.44% 

8.73% 
0.16% 4.04% 

2.07% 
2.51% 
2.53% 
2.33% 
2.35% 
2.64% 

2.44% 

8.43% 
3.72% 

2.05% 
2.52% 
2.53% 
2.33% 
2.35% 
2.64% 

2.43% 

-6.42% 8.01% 
0.13% 3.85% 

2.05% 
2.52% 
2.53% 
2.33% 
2.35% 
2.64% 

2.43% 

Black Mountain 
341 -00 Structures and Improvements 2.57% 2.57% 2.62% 2.62% 
342.00 Fuel Holden, Producers and Accessories 2.57% 2.57% 2.62% 2.62% 
343.00 Prime Movers 
344.00 Generators 2.57% 2.57% 2.62% 2.62% 
345.00 Accessory Electric Equipment 2.57% 2.57% 2.62% 2.62% 
346.00 Miscellaneous Power Plant Equipment 2.57% 2.57% 2.62% 2.62% 
353.00 Station Equipment 3.13% 3.13% 2.62% 2.62% 

Total Black Mountain 2.60% 2.60% 2.62% 2.62% 
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STF 8.9 

UNS Electric, Inc. 
Docket No. E-04204A-I 2-0504 

Attachment RCS-4 
Copies of Confidential UNSE's Responses to Data Requests 

and Workpapers Referenced in the Direct Testimony and Schedules of 
Ralph C. Smith 

BMGS on the Company's proposed depreciation expense (without 

UNSE provided copies of the M. Sheehan PPFAC Forecast used 
voluminous confidential attachment) Yes 3 2 - 4  

"UNSE Confidential Pages Have Been Redacted* 

to derive the 0.05174 PPFAC rate and the most current PPFAC 
rate forecast that had been made for UNSE 

Total Pages Including this Page 

I DataRequestl 1 I ~ o . o f  1 Page I I 

Yes 11 5-15 

15 

Workpaper No. ]Subject I Confidential1 Pages I No. 
STF 5.3 llmpacts of UNSEs dismantlement cost estimates for Valencia and I I 1 
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UNS ELECTRIC INC.’S RESPONSE TO STAFF’S FIFTH SET OF DATA REQUESTS 
REGARDING THE 2012 UNS ELECTRIC RATE CASE 

May 21,2013 
DOCKET NO. E-04204A-12-0504 

STF 5.3 
Dismantlement Studies. Refer to Mr. DeConcini’s Direct Testimony at page 24. 

a. 

b. 

C. 

d. 

e. 

f. 

€5 

h. 

1. 

Identify and provide a complete copy of each dismantlement study upon which UNSE is 
relying. 

At page 24, lines 19-21, Mr. DeConcini states that each study estimates the cost of 
entirely dismantling all existing generating units ... and restoring the land to its pre- 
construction condition.” Identify and provide all support being relied upon by the 
Company that this level of decommissioning is required. 

Identify and fully explain all legal requirements on UNSE to decommission and 
dismantle the Valencia and BMGS plants. 

Identify and provide the documents which are relied upon for your response to part c. 

Identify and explain all plans the Company has for the use of the Valencia generating 
plant site for as far into the future as such plans exist. 

Identify and explain all plans the Company has for the use of the BMGS plant site for as 
far into the future as such plans exist. 

To the Company’s knowledge, has any electric utility in Arizona restored a generating 
plant site or the land on which a generating plant was situated to its pre-construction 
condition? If not, explain fully why not. If so, please identify and explain each such 
instance of which the Company is aware. 

Identify, quantify and explain the impact on UNSE’s proposed depreciation expense for 
Valencia of the dismantlement cost estimates. Include all supporting workpapers and 
Excel files. 

Identify, quantify and explain the impact on UNSE’s proposed depreciation expense for 
BMGS of the dismantlement cost estimates. Include all supporting workpapers and 
Excel files. 

RESPONSE: 

THE FILES LISTED BELOW CONTAIN CONFIDENTIAL INFORMATION AND ARE 
BEING PROVIDED PURSUANT TO THE TERMS OF THE PROTECTIVE 
AGREEMENT. 
a. Please see STF 5.3 TEPDecom 12-201 l-Codidential.pdf, Bates Nos. UNSE\013866- 

013908, for the decommissioning (or dismantlement) study prepared for TEP that 
includes the Black Mountain Generating Station (“BMGS”) and the Valencia Generating 
Station (“Valencia”) . 
When dismantling generating units, the Company has Asset Retirement Obligations 
(“ARO”). AROs are different for each generating unit depending on location, leases, 
permits and other regulations or contracts particular to it. Please see the response to (c) 
below. 

The legal ARO at BMGS involves remediation of the evaporation pond. BMGS’s 
Aquifer Protection Permit (“APP”) No. P 105929 requires remediation of the evaporative 
pond upon closure of the plant. The legal ARO at the Valencia plant involves potential 

b. 

c. 

Arizona Corporation Commission (“Commission”) 
Federal Energy Regulatory Commission (“FERC”) 
Open Access Transmission Tariff (“OATT”) 
Tucson Electric Power Company (“TEF’” or the “Company”) 
UNS Energy Coqration fka UniSource Energy Corporation (“UNS’) 

UniSource Energy Services (“UES”) 
UniSource Energy Development Company (“UED”) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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UNS ELECTRIC INC.’S RESPONSE TO STAFF’S FIFTH SET OF DATA REQUESTS 

d. 

e. 

f. 

g. 

h. 

1. 

- 
REGARDING THE 2012 UNS ELECTRIC RATE CASE 

May 21,2013 
DOCKET NO. E-04204A-12-0504 

disposal of asbestos and lead paint. (Due the era in which the plant was constructed, it is 
likely that asbestos and lead paint will be encountered.) Valencia is located in an urban 
area and it would be better to dismantle the entire site rather than just fence it off because 
a non-operational plant can attract graffiti and invite trespass by people who should not 
be in the station. If Valencia is completely dismantled, the Company will have to abide 
by requirements contained in 40 CFR Part 61 Subpart M for asbestos and 40 CFR Part 
260-299 for lead paint. 

Please see STF 5.3 (d) Legal Requirements.pdf, Bates Nos. UNSE\O13909-013914, for 
the requested information. 

See UNS Electric’s Integrated Resource Plan in Docket No. E-00000A-11-0113. 
Valencia is intended to provide local generation for the Nogales area. The site also has a 
substation and switchyard which are required to provide safe and reliable service for the 
Nogales area. Unit 4 at Valencia has the capability to provide 45 megawatts of output by 
only increasing the size of the turbine, if additional generation is required in the future. 
However, at this point, UNS Electric has no specific plan to expand Valencia. 

See UNS Electric’s Integrated Resource Plan in Docket No. E-00000A-11-0113. BMGS 
is intended to provide generation for the Northern UNS Electric service territory. The 
site also has a substation and switchyard which are required for system operations. 
BMGS has room to install additional generation if required. However, at this time, UNS 
Electric has no specific plan to install additional generation at BMGS. 

TEP’s DeMossRetrie plant (formerly located at Grant Rd and 1-10) was returned to its 
pre-construction state. Arizona Public Service Company (“APS7) completely removed 
two oil burning units (formerly located in the Phoenix area) and returned them to 
preconstruction condition. Salt River Project (“SRP”) was involved with a complete 
decommissioning and return to preconstruction condition at the Mojave Station. Mojave 
is located in Laughlin Nevada but an Arizona Utility was involved. 

Please see UNS Electric’s responses to part a, above, and UDR 1.73. Additionally, 
please see STF 5.3-Confidential.xlsx. UNS Electric is requesting the inclusion of 
dismantlement cost of $41. l k  in yearly depreciation expense for Valencia. 

Please see UNS Electric’s responses to part a, above, and UDR 1.73. Additionally, 
please see STF 5.3-ConfidentiaLxlsx. UNS Electric is requesting the inclusion of 
dismantlement cost of $49.0k in yearly depreciation expense for BMGS. 

RESPONDENT: 

Mark Mansfield 

WITNESS: 

Michael DeConcini 

A ~ ~ Z O M  Corporation Commission (“Commission”) 
Federal Energy Regulatory Commission (“FERC”) 
Open Access Transmission Tariff (“OATT”) 
Tucson Electric Power Company (“EP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS’) 

UniSource Energy Services (“UES’) 
UniSowce Energy Development Company (“UED“) 
UNS Electric, hc. (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 



Attachment RCS-4 Redacted 
Docket No. E-04204A-12-0504 
Page 4 of 15 

PAGE 4 IS 
CONFIDENTIAL AND 

HAS BEEN REDACTED 



Attachment RCS-4 Redacted 
Docket No. E-04204A-12-0504 
Page 5 of 15 

UNS ELECTRIC INC.’S RESPONSE TO STAFF’S EIGHTH SET OF DATA REQUESTS 
REGARDING THE 2012 UNS ELECTRIC RATE CASE 

June 13,2013 
STF 8.9 

PPFAC. Refer to UNSE(0504)003944 (Income - PPFAC Adjustment.pdf). The source listed for 
the proposed PPFAC Rate of 0.05174 is “M. Sheehan PPFAC Forecast.” 

a. 

DOCKET NO. E-04204A-12-0504 

Provide a copy of the M. Sheehan PPFAC Forecast used to derive the 0.05174 PPFAC 
rate. 

b. Provide the most current PPFAC rate forecast in UNSE’s possession andor that has been 
made for UNSE. 

RESPONSE: 

THE FILES LISTED BELOW CONTAIN COMPETITIVELY-SENSITIVE 
CONFIDENTIAL INFORMATION THAT ARE ONLY BEING PROVIDED TO THE 
REQUESTING PARTY PURSUANT TO THE TERMS OF THE PROTECTIVE 
AGREEMENT. 

a. 

b. 

The Excel files are poJ identified by Bates numbers. 

RESPONDENT: 

Michael Sheehan and Raymond0 Robey 

Please see STF 8.9(a)-Confidential.xlsx for the requested information. 

Please see STF 8.9(b)-Confidential.xlsx for the requested information. 

WITNESS: 

Dallas Dukes 

Arizona Corporation Commission (“Commission”) 
Federal Energy Regulatory Commission (“FERC”) 
Open Access Transmission Tariff (“OATT”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UhW’) 

UniSource Energy Services (“UES”) 
UniSource Energy Development Company (“UED) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (‘ZTNS Gas”) 
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Attachment RCSd 
Copies of Regulatory Commission Order Excerpts Addressing Sharing of 

Directors & Officers Liability Insurance Cost Between Shareholders and Ratepayers 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Petition for increase in rates by Progress 
Energy Florida, Inc. 

In re: Petition for limited proceeding to include 
Bartow repowering project in base rates, by 
Progress Energy Florida, Inc. 

In re: Petition for expedited approval of the 
deferral of pension expenses, authorization to 
charge storm hardening expenses to the storm 
damage reserve, and variance from or waiver 
of Rule 25-6.0143(1)(~), (d), and (0, F.A.C., 
by Progress Energy Florida, Inc. 

DOCKET NO. 090079-E1 

DOCKET NO. 090144-E1 

DOCKET NO. 090145-E1 
ORDER NO. PSC-10-0131-FOF-E1 
ISSUED: March 5,2010 

The following Commissioners participated in the disposition of this matter: 

NANCY ARGENZIANO, Chairman 
LISA POLAK EDGAR 

NATHAN A. SKOP 
DAVID E. KLEMENT 

BEN A. "STEVE" STEVENS III 

APPEARANCES : 

R. ALEXANDER GLENN, JOHN T. BURNETT, ESQUIRES, Progress Energy 
Service Company, LLC, P.O. Box 14042, St. Petersburg, Florida 33733-4042; 
JAMES hIICHAEL WALLS, DIANNE M. TRIPLETT, and MATTHEW 
BERNIER, ESQUIRES, Carlton Fields, P.A., Post Office Box 3239, Tampa, 
Florida 33601-3239; RICHARD D. MELSON, ESQUIRE, 705 Piedmont Drive, 
Tallahassee, Florida 323 12 
On behalf of Progress Enerw Florida, Inc. (PEF). 

CHARLES REHWrNKEL, Associate Public Counsel, CHARLIE BECK, Deputy 
Public Counsel, and PATRICIA A. CHRISTENSEN, Associate Public Counsel, 
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costs have been removed. Accordingly, we find that PEF has made the appropriate adjustments 
to remove aviation cost for the test year. 

H. Advertising Expenses 

PEF removed promotional advertising costs in the amount of $3,388,000, as reflected in 
MFR Schedule C-2. The jurisdictional amount, net of tax, is $2,08 1,000. The explanation given 
by PEF is to exclude the cost of promotional advertising in order to comply with our guidelines. 

We note an excerpt from the procedures followed by our auditors for the 2008 base year: 

We reviewed additional samples of utility advertising expenses, industry dues, 
economic development expenses, outside services, sales expenses, customer 
service expenses and administrative and general service expenses to ensure that 
amounts supporting non-utility operations were removed. 

The Company’s advertising expense is one of the areas specifically examined by our 
auditors. There were no findings with respect to this issue. Therefore, we find that PEF has 
made the appropriate adjustments to remove advertising expenses for the test year. 

I. Directors and Officers D&O) Liabilitv Insurance 

PEF argued that OPC witness Schultz is incorrect in his assertion that D&O liability 
insurance does not benefit ratepayers, and thus should be disallowed. PEF cited to the most 
recent TECO case in which this Commission decided that D&O liability insurance is a necessary 
and reasonable business expense and is appropriately included in customers’ rates.40 PEF 
asserted that we have already rejected the argument that Mr. Schultz raises in other cases and 
there is no valid reason for us to depart from its previous findings in this case. 

OPC witness Schultz questioned whether the cost of D&O liability insurance is a 
necessary and appropriate expense to pass on to ratepayers. He stated that the expense protects 
shareholders from the decisions they made when they hired the Company’s Board of Directors 
and the Board of Directors in turn hired the officers of the Company. He noted that the 
Company included $2.2 million in Account 925 for D&O liability insurance, but he believes the 
correct amount to be $2,750,650 for $300,000,000 in coverage. He disagreed with our recent 
Peoples Gas case in which the expense was allowed as a legitimate business expense.41 The 
witness testified that the pertinent issue is whether the cost is beneficial to ratepayers, not 
whether it is a legitimate business expense. He stated that we have disallowed the cost in the 
past. 

OPC witness Schultz testified that other jurisdictions have disallowed the expense. He 
stated, for example, that a Connecticut decision limited recovery by Connecticut Light and 

40 Order No, PSC-09-0283-FOF-EI, issued April 30, 2009, in Docket No. 080317-EI, In re: Petition for rate 
increase bv Taxma Electric Company, p. 64. 
41 Order No. PSC-09-0411-FOF-GU, issued June 9, 2009, in Docket No. 080318-GU, In re: Petition for rate 
increase by Peoples Gas System, p. 37-38. 
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Power to t h t y  percent, because ratepayers should not be required to protect shareholders from 
the decisions they make in electing the Board of Directors. He added that Consolidated Edison 
was not allowed to recover the full amount in a New York case. He explained that the 
disallowance was due to excessive coverage in part, and that a portion of the amount found to be 
reasonable was also disallowed. He stated the reason for the additional disallowance was that 
D&O Liability insurance provides protection to shareholders from matters in which the 
customers have no influence. 

OPC witness Schultz recommended disallowance of the total cost of D&O liability 
insurance of $2,750,650 ($2,412,100 jurisdictional) because the purpose of the insurance is to 
protect shareholders, not ratepayers. He stated that he does not take the position that the 
Company should not have the insurance, but that it should be paid for by those who benefit from 
the insurance; that is, the shareholders. 

OPC argued that PEF did not offer any testimony in rebuttal to OPC witness Schultz that 
the D&O liability insurance should be disallowed. OPC stated that, in each of the cases cited by 
witness Schultz in his testimony, the Company argued that D&O liability insurance is a 
necessary and prudent cost required to attract and retain competent directors and officers, yet a 
disallowance was made. OPC challenged the cost for $300,000,000 of coverage as being 
excessive, and questioned whether the cost for that level of coverage is appropriate to pass on to 
ratepayers. 

OPC noted in particular a Consolidated Edison Company Case. OPC stated that in the 
final decision, the New York Commission (NYC) ruled that $300,000,000 of coverage was 
excessive based on the comparisons to similar companies and disallowed the premium associated 
with $100,000,000 excess, and then disallowed 50 percent of the premium associated with the 
$200,000,000 that was determined to be reasonable. OPC stated that, in the discussion, the NYC 
noted that D&O insurance provides substantial protection to shareholders who elect directors and 
have influence over whether competent directors and officers are in place, while customers have 
no influence. OPC noted that the NYC further stated at page 91 of its order that: 

We find no particularly good way to distinguish and quantify the benefits of D&O 
insurance to ratepayers fi-om the benefits to shareholders, especially taking into 
account the advantage that shareholders have in control over directors and 
officers. We believe the fairest and most reasonable way to apportion the cost of 
D&O insurance therefore is to share it equally between ratepayers and 
shareholders. 

FIPUG argued that the amount should be disallowed, because the expense directly 
benefits only PEF’s shareholders. 

We agree with OPC witness Schultz that this Cornmission has disallowed D&O insurance 
in water and wastewater cases in the past.42 We do not agree with OPC that the ratepayers do not 

42 See Order Nos. PSC-09-0385-FOF-WS, issued May 29, 2009, in Docket No. 080121-WS, In re: ADDlication for 
increase in water and wastewater rates in Alachua, Brevard. DeSoto, HiEhlands, Lake, Lee. Marion, Orange. Palm 
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benefit from D&O liability insurance. We believe that D&O liability insurance has become a 
necessary part of conducting business for any company or organization and it would be difficult 
for companies to attract and retain competent directors and offcers with out it. We also believe 
that ratepayers receive benefits from being part of a large public company, such as easier access 
to capital which may result in lower rates. As stated in the TECO order: 

We find that [D&O liability] insurance is a part of doing business for a publicly- 
owned Company. It is necessary to attract and retain competent directors and 
officers. Corporate surveys indicate that virtually all public entities maintain 
[D&O liability] insurance, including investor-owned electric utilities. . . . We do 
not agree with OPC that the ratepayers do not benefit from [D&O liability] 
insurance. It is not realistic to expect a large public company to operate 
effectively without [D&O liability] ins~rance.4~ 

We agree with PEF that the amount of the D&O liability insurance provided in discovery 
responses is $2.2 million, not $2.75 million as adjusted by OPC witness Schultz. However, we 
note that the amount of the premium for the test year is projected to be higher than the premium 
for 2008-2009, but lower than the previous three years, even though the amount of coverage was 
increased from $280 million to $300 million. 

In summary, we believe that D&O liability insurance has become a necessary part of 
conducting business for any publicly owned company and it would be difficult for companies to 
attract and retain competent directors and officers without it. We also believe that ratepayers 
receive benefits from being part of a large public company including, among other things, easier 
access to capital. Because D&O liability insurance benefits both the ratepayer and the 
shareholder, it should be a shared cost. Thus, we find that O&M expense shall be reduced by 
$964,913 jurisdictional to reflect the sharing of costs between the ratepayers and the 
shareholders. 

J. Iniuries and Damages Expense 

PEF stated that FERC Account 925 on MFR Schedule C-4, p. 44 of 48, reflects an 
expense of $8,882,000 for injuries and expenses. PEF stated that the numbers were audited by 
our auditors who reconciled the mounts on the MFRs for 2008 expenses to the Company’s 
actual book and records. PEF stated that it based its 2010 budget for injuries and damages 
expense on the Company’s actual historical 2008 expenses. PEF argued that it is, therefore, 
entitled to recover this expense. 

Beach. Pasco, P o k  Putnam. Seminole. Sumter. Volusia, and Washington Counties by Aqua Utilities Florida, Inc., 
p. 81; PSC-07-0505-SC-WS, issued June 13, 2007, in Docket No. 060253-WS, In re: ADulication for increase in 
water and wastewater rates in Marion. Orange, Pasco. Pinellas. and Seminole Counties by Utilities. Inc. of Florida, 
p.44; PSC-03-1440-FOF-WS, issued December 22, 2003, in Docket No. 020071-WS, In re: Amlication for rate 
increase in Marion. Orange, Pasco, Pinellas, and Seminole Counties by Utilities, Inc. of Florida, p. 84; and PSC-99- 
1912-FOF-SU, issued September 27, 1999, in Docket NO. 971065-SU, In re: Application for rate increase in 
Pinellas County by Mid-Counh Services, Inc, p. 20-22. 
43 Order No. PSC-09-0283-FOF-EI, issued April 30, 2009, in Docket No. 080317-EI, In re: Petition for rate 
increase by Tampa Electric Companv, p. 64. 
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STATE OF CONNECTICUT 

DEPARTMENT OF PUBLIC UTILITY CONTROL 
TEN FRANKLIN SQUARE 
NEW BRITAIN, CT 06051 

DOCKET NO. 08-07-04 APPLICATION OF THE UNITED ILLUMINATING 
COMPANY TO INCREASE ITS RATES AND CHARGES 

February 4,2009 

By the following Commissioners: 

John W. Betkoski, Ill 
Donald W. Downes 
Anthony J. Palermino 

DECISION 
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I 
I 
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TABLE PIR - 5 

CORRECTED TABLE 
(in $000~) 

Compensation Expense 

Proposed Base Payroll 
Department Adjustment 
Allowed Base Payroll 

Overtime and Premium Pay 
Department Adjustment 
Allowed O / l  and Premium Pay 

Capitalized Overhead Pay 
Department Adjustment 
Allowed Cap. OIH 

Incentive Compensation 
Department Adjustment 
Allowed Incent. Comp. 

Total Compensation Proposed 
Total Dept. Adjustments 
Total Allowed Compensation 

Allocated incentive Comp. 
Total Department Adjustments 
Allowed Alloc. Inc. Cornp. 

Total Compensation Adjustments 

- 2009 

$56,627 
1$3,880) 
$52,747 

$6,754 
[$I  ,672) 
$5,082 

($4,083) 
$80 

($4,003) 

$7,665 
1$3,671) 
$3,994 

$66,963 
J$9,143) 
$57,820 

$1 ,I 54 
1$553) 
$601 

($9,696) 

- 2010 

$59,115 
[$4.565) 
$54,550 

$7,024 
($1,942) 
$5,082 

($4,207) 
$63 

($4,144) 

1$3,797) 
$3,994 

$7,791 

$69,723 
j$10,241) 
$59,482 

$1,146 

$587 

($1 0,800) 

j$559) 

To address the public’s concern that customers are paying 100% of the 
compensation paid to the top officers of the Company, the Department offers that, for 
example, the adjustments made in this Decision reduce the amount of compensation 
paid to the Company President and Chief Operating Officer, that are actually included in 
rates and paid by customers, by approximately 33% and 31 %, respectively. 

2. Directors and Officers Liability Insurance 

In its Application UI requested the Department authorize $844 thousand for 2009 
and 2010 Directors and Officers Liability Insurance (DOL) ($852 thousand less $8 
thousand allocated to non-regulated entities). Schedule WP C-3.31 A&B. The 
Company’s position is that DOL is a business expense of having a public corporation, 
and the customers pay for all of the ordinary business expenses that a company would 
incur. Tr. 10114108, pp 62 and 63. 

The OCC stated that in the past two rate decisions involving UI, the Department 
has determined that a portion of Ul’s DOL insurance costs should be funded by 
ratepayers. Despite this fact, UI is proposing to recover 100% of its DOL insurance 
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costs in this proceeding. The OCC cited its previous arguments that corporate scandals 
have increased costs dramatically, that ratepayers do not elect the Board of Directors 
(BOD) and officers of the Company, and that shareholders, who are protected by the 
insurance, should not be subsidized by ratepayers for DOL insurance costs that are 
designed to protect shareholders from their own decisions. The facts and 
circumstances regarding the DOL insurance have not changed since Ul’s last rate case. 
The OCC recommends that the DOL insurance be reduced by 75% with only 25% being 
passed on to customers, but stated that its absolute preference would be to disallow the 
cost completely. OCC Brief, pp. 79 and 80. 

The AG indicates that the amount requested is roughly six times the amount that 
the Department approved in the 2006 Decision. In the 2006 Decision, the Department 
specifically agreed with both the AG and OCC that “DOL insurance protects only 
shareholders from the actions of management that they selected.” Although the 
Department allowed UI to collect one-quarter of its requested amount in the 2006 
Decision, the Company requested the entire amount be funded by ratepayers. The AG 
stated that this bold act of indifference to the Department’s clear precedent and to the 
financial stresses facing its customers should be firmly rejected. At the very most, the 
Department should authorize only the levels for DOL insurance that it approved in the 
2006 Decision. AG Brief, p. 18. . 

In the 2006 Decision, the Department noted the OCC’s and AG’s positions, as 
well as the position of the Company who stated that if there was no insurance and there 
was a huge claim, it could put the Company in financial peril, which would potentially 
impair its ability to serve. Therefore, the Department allocated 75% of DOL costs to the 
shareholders, with the residual 25% to be funded by ratepayers. 2006 Decision, pp. 46 
and 47. The Department rejects the Company’s current proposal that ratepayers fund 
100% of DOL insurance costs, and reconfirms the precedent afforded by the 2006 
Decision. Accordingly, the Department allows $21 1 thousand of DOL insurance costs 
to be funded by ratepayers in years 2009 and 2010 ($844 thousand times 25%). This 
results in DOL insurance expense decreases of $633 thousand in each of years 2009 
and 2010. 

3. Fringe Benefits 

a. Compensation Adjustment to Fringe Benefits 

In Section 111.1 .f., the Department made adjustments to compensation of $1 2.033 
million and $13.655 million in 2009 and 2010, respectively. This also results in an 
adjustment to fringe benefits that accompany compensation. The Company indicates 
that its composite fringe benefit rate for 2009 and 2010 is 45%. Responses to 
Interrogatories EL-30-2; EL-31-2; and EL 33-1. 

In its Written Exceptions, the Company argues, against its own filed and sworn 
record evidence of a 45% fringe benefit expense related to compensation, that the 
“correct compensation-driven benefits loader from an expense standpoint” is 20.6% and 
attempts to justify that amount by listing greatly reduced expense amounts for certain 
“Compensation Driven Employee-Related Benefits Loader.” UI Exceptions, pp. 29 and 
30. The Department notes that the Company’s Response to Interrogatory EL-33 that 
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STATE OF CONNECTICUT 

DEPARTMENT OF PUBLIC UTILITY CONTROL 
TEN FRANKLIN SQUARE 
NEW BRITAIN, CT 06051 

DOCKET NO. 07-07-01 APPLICATION OF THE CONNECTICUT LIGHT AND 
POWER COMPANY TO AMEND RATE SCHEDULES 

January 28, 2008 

By the following Commissioners: 

Anthony J. Palermino 
Anne C. George 
John W. Betkoski, Ill 

DECISION 
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expenses by $2.232 million to remove the non payroll projected costs in excess of the 
original budget. 

2. insurance Expense 

The test year expense for insurance expense was $6.817 million. The Company 
proposed a rate year increase of $.65 million or a rate year expense of $7.467 million. 
Application, Schedule C-3.10. CL&P revised the request and reduced the insurance 
expense by $17,000. The revision was a result of recent premium information. The 
change is a combination of increases and decreases in different types of insurance. 
Response to interrogatory EL-80-SPOI . 

The Department accepts the Company's revisions except for the Directors and 
Officers insurance expense and capital allocation as discussed in detail below. 

a. Director and Officer Insurance Expense 

The test year expense for Director and Officer (D&O) insurance expense was 
$1.423 million. The Company proposed a rate year increase of $0.1 64 million or a rate 
year expense of $1.587 million. Application, WP C-3.10. As indicated above, CL&P 
revised its rate year insurance expense and decreased the rate year D&O insurance 
expense amount by $.270 million to $1.317 million. Response to Interrogatory 
EL-80-SPOI and Late Filed Exhibit No. 112SP-01. 

CL&P claims that D&O insurance is a legitimate and customary operating 
expense and that no director or officer with the necessary knowledge and experience 
would take the risks associated with serving CL&P without this type of protection. CL&P 
states that the Sarbanes-Oxley Act requires that certain skill-sets be reflected in the 
Board of Directors (BOD), and in order to attract and retain individuals that meet these 
requirements CL&P must offer D&O coverage to its BOD. CL&P indicated that the 
Department has already confirmed that D&O is a necessary operating expense that is 
recoverable. CL&P Brief, p. 39. 

The AG argues for the removal of the entire $1 587 million. The AG states that it 
is inappropriate to force customers to fund a plan that benefits only shareholders. D&O 
insurance protects shareholders from their own decisions and is intended to protect 
directors and officers from lawsuits brought by shareholders. AG Brief, p. 20. 

The OCC states that premiums for insurance excluding D&O insurance 
decreased from $9.4 million to $8.41 million while D&O insurance is estimated to 
increase 11 5% from $1.423 million to $1 387 million. Further, the OCC believes that 
the D&O insurance requested amount is excessive, ignores the Department's prior 
rulings, and ratepayers should not be required to protect shareholders from the 
decisions they make in electing the BOD. The OCC argues that Sarbanes-Oxley 
merely requires officers & directors who have a fiduciary duty to acknowledge 
responsibility by signing their names. It was not the implementation of Sarbanes-Oxley 
that caused an increase in premiums, it's the claims filed that caused the increase. The 
OCC adds that D&O insurance has drastically increased from 5.67% of the aggregate 
insurance amount in 2002 to 13.15% in 2006 and projected to cost 15.87% in the rate 
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year. The OCC recommends a D&O insurance reduction of $1.202 million to $0.385 
million. The OCC calculated this amount by using the 2002 test year amount increased 
by inflation. OCC Brief, p. 44. 

In Docket No. 03-07-02, CL&P requested a rate year amount of $1.043 million 
and was allowed the test year amount of $.330 million. 03-07-02 Decision, pp. 48-49. 
This allowed 33% of the requested amount. In that decision, the Department indicated 
that it does allow some level of D&O insurance expense in rates to assure some level of 
ratepayer protection from lawsuits. In the UI Decision, the Department allowed 25% of 
the D&O insurance expense to be allocated to customers. In the Decision dated 
February 5, 1999, n Docket No. 98-01-02, DPUC Review of the Connecticut Liaht and 
Power Companv’s Rates and Charaes - Phase II, the Department took the OCC 
approach and calculated the 1999 expense by inflating the 1996 level. This allowed 
46.7% of the requested amount. In the Decision dated May 25,2000, in Docket No. 99- 
09-03, Application of Connecticut Natural Gas Corporation for a Rate Increase, the 
Department allowed 20% of the premium amount. 

The Department agrees in part with the OCC that ratepayers should not be 
required to protect shareholders from the decisions they make in electing the BOD. 
However, the Department historically has allocated a percentage to ratepayers to 
protect from catastrophic lawsuits. Accordingly, the Department finds it appropriate to 
allocate 30% to ratepayers and 70% to shareholders. This allocation is fair and 
consistent with the level allowed in Docket No. 03-07-02. Therefore, the Department 
allows $.395 million ($1.317 million x 30%) and disallows $.922 million to be collected in 
rates. 

b. Insurance Expense - Capital Allocation 

CL&P originally proposed a rate year capitalization factor of 25.3%. Application, 
Schedule WPC-3.10. The Company revised this amount to 26.6% in order to reflect 
updates based on recent invoices. Response to EL-80-SPOI and Late Filed Exhibit 
No. 112. The test year before pro forma adjustment was 35.6%. Application, Schedule 
WPC-3-10. A majority of the pro forma adjustment was to remove a non-recurring 
charge for the public liability reserve. This adjustment was based on an independent 
study performed by Mercer, Inc. The remaining pro forma adjustment included the 
addition of $284,000 that was for a non-recurring credit or refund received from USICO, 
a mutual property insurance company. Response to Interrogatory EL-43. 

The OCC claims that CL&P has included a significant increase in the percent of 
costs being charged to expense as opposed to capital. Specifically, the Company’s 
proposed reduction of more than 10% to the capital allocation is significant considering 
CL&P’s focus on system improvements. The OCC argues that the Company did not 
present any evidence to justify an allocation change. OCC Brief, p. 41. The OCC 
recommends using the test year capitalization factor of 35.6%. That capitalized amount 
reduces the aggregate insurance expense to $5.802 million for a total disallowance of 
$1.665 million. OCC Brief, pp. 43-44. 

As indicated below, the Company’s insurance capitalization percents have 
ranged from a low of 25.6% to a high of 40.5% in the years 2002 through 2006. 



DOCKET NO. 05-06-04 APPLICATION OF THE UNITED ILLUMINATING 
COMPANY TO INCREASE ITS RATES AND CHARGES 

Attachment RCS-5 
Docket No. E-04204A-12-0504 
Page 12 of 31 

STATE OF CONNECTICUT 

DEPARTMENT OF PUBLIC UTILIN CONTROL 
TEN FRANKLIN SQUARE 
NEW BRITAIN, CT 06051 

January 27,2006 

By the following Commissioners: 

John W. Betkoski, Ill 
Donald W. Downes 
Jack R. Goldberg 
Anne C. George 
Anthony J. Palermino 

DECISION 



Docket No. 05-06-04 

Attachment RCS-5 
Docket No. E-04204A-12-0504 
Page 13 of 31 

Page 46 

8. Outside Services - Audit and Accounting Expense 

UI originally projected $533,000, $552,000, $573,000 and $594,000 for audit and 
accounting expense for rate years 2006 through 2009, respectively. Schedule C-3.16 
A-D. UI later increased the projected expenses by $149,000, $164,000, $177,000 and 
$194,000 for rate years 2006 through 2009, respectively, citing the Company’s 
response to Interrogatory EL-159. Late Filed Exhibit No. 1 , Revised. 

However, the response to Interrogatory EL-1 59 only identified a potential 
increase of $1 00,000 for 2006. The Company’s response to Interrogatory EL-I 59 and 
the testimony on 10/14/05 state that the original projection was strictly an estimate and 
that UI is in negotiations with Pricewaterhouse Coopers for a new contract. UI is 
seeking to enter into a long term fixed price contract for SEC reporting audit services to 
mitigate the potential increase. UI testified that the Company is still negotiating and 
trying to get the price increase down, but, the increase could be greater than the original 
estimate. Response to Interrogatory EL-159; Tr. 10/14/05, pp. 174 and 175. UI later 
testified that they negotiated a new contract and the increases in Late Filed Exhibit No. 
1 are based on the cost of the new contract. Tr. 11/9/05, p. 2394. 

The OCC believes that the response to Interrogatory EL-159 does not support 
the amount of increase apparently requested by UI in Late Filed Exhibit No. 1 and 
leaves unanswered questions regarding the certainty of the projected increases. 
Therefore, the OCC has removed the increases identified in Late Filed Exhibit No. 1. 
OCC Brief, pp. 63 and 64, Exhibit 5. 

The Department takes into account the entire record evidence on a given 
expense in determining if it is proper for the rate year. Therefore, based on the 
testimony given during the late filed exhibit hearing, the Department approves the 
increase to accounting and audit expense as shown in Late Filed Exhibit No. 1, 
Revised. 

9. Directors and Officers Liability Insurance 

The Company proposes expenses for Directors and Officers Liability Insurance 
(DOL) of $533,879 for 2006, and $559,612 for each of the years 2007 through 2009. 
Response to Interrogatory OCC-104. UI contends that it could not attract a director if it 
didn’t have DOL. It is a cost of doing business. Tr. 10/12/05, p. 868. Further, the 
Company asserts that, taken to the extreme, “if there was no insurance and there was a 
huge claim, it could put the company in financial peril, which would potentially impair its 
ability to serve.” Tr. l o l l  1/05, p. 801. 
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The OCC indicates that “the numerous corporate scandals since 2001 has 
caused the cost of the DOL insurance to skyrocket.” Schultz and DeRonne PFT, p. 48. 
Further, “DOL insurance provides shareholders protection from their decision. 
Ratepayers in general do not elect the Board of Directors and do not appoint officers to 
run the Company. Shareholders are protected by this insurance against their own 
decision in the selection of management. Ratepayers should not pay for the cost of 
insurance designed to protect shareholders from their own decisions.” OCC Brief, p. 
93; Tr. 10/12/05, pp. 867 and 868. Therefore, the OCC recommends that all of the DOL 
amounts during the rate period be excluded from rates and be covered completely by 
shareholders, not ratepayers. 

The AG agrees with the OCC’s reasoning that DOL insurance protects only 
shareholders from the actions of management that they selected. Thus, DOL insurance 
expense should be eliminated from Ul’s rates entirely. AG Brief, pp. 24 and 25. 

The Department partially agrees with the OCC, the AG and the Company. In the 
03-07-02 Decision, the Department allowed a portion of that company’s proposed 
expense and stated that “the Department has historically allowed some level of expense 
for D&O Insurance in rates to assure some level of ratepayer protection from 
catastrophic lawsuits.” 03-07-02 Decision, p. 49. The Department also notes that the 
annual gross DOL premium (before credits and allocations) was $134, 430 in years 
2001 and 2002, increasing to $1,029,516 in years 2007 through 2009, lending credence 
to the OCC’s assertion regarding corporate scandals, above. The Department agrees 
with the OCC that the shareholders should bear the weight of their decisions in 
appointing directors (who appoint the officers of the Company). Accordingly, the 
Department allows $140,000 of DOL expense, or approximately ’% of the total company 
expense, to be collected in rates as the customers’ responsibility. 

The Department, therefore, disallows DOL expenses of $393,879 in 2006, and 
$419,612 in each of 2007,2008 and 2009. 

10. Postage Expense 

UI projected postage expense in the amounts of $1,475,000, $1,479,000, 
$1,485,000, and $1,491,000 for rate years 2006 though 2009, respectively. UI 
increased the test year expense of $1,361,000 by $74,000 for an anticipated 5.4% 
increase from the USPS and $31,000 for volume and usage increase. Schedule C-3.20 
A- D. 

The Governors of the U.S. Postal Service have accepted the recommendation to 
increase most postal rates and fees by 5.4% effective January 8, 2006, including an 
increase in the rate for first-class mail from 37 cents to 39 cents. See 
http://www.usps.com/ratecase/welcome. htm. 

UI states that the volume and usage increase is due to items such as increase in 
collection letters due to higher disconnect for nonpayment activity, new program 
mailings and increased economic development activity. Response to Interrogatory 
EL-220. 

http://www.usps.com/ratecase/welcome
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The Department, therefore, accepts the Company's revision to computer and 
other expenses as indicated in the Response to Interrogatory OCC-93. Accordingly, the 
Department reduces computer expenses by $.348 million ($10.1 19 million less $9.771 
million) and other O&M expenses related to the test year processing and storage 
balance of $596 million, for a total O&M adjustment for these items of $944 million 
($.348 million plus $596 million). 

2. Insurance Expense 

a. Directors and Officers Liability Insurance 

The Company requested Directors & Officers Liability Insurance Expense (D&O 
Insurance) of $1.043 million in the rate year. This included a test year pro forma 
adjustment of $.029 million and a rate year adjustment of $.684 million above the test 
year actual amount of $.330 million based on the actual renewal premiums for the policy 
period 4/23/03 to 4/23/04. Schedule WP C-3.12; Response to Interrogatory OCC-101. 

The OCC argues for the removal of the entire $1.043 million of D&O Insurance 
expense. The OCC states: 

Ratepayers should not be forced to pay a cost that protects shareholders 
from the shareholders' own decisions. Shareholders determine who the 
Board of Directors are and the Board of Directors are responsible for 
appointing officers of the Company. The officers are highly compensated 
to provide quality leadership with the utmost integrity. Ratepayers are 
responsible for paying for the directors and officers services. The 
shareholders, not ratepayers, determine who the directors and officers 
are. Therefore, the shareholder should assume the risk associated with 
their decision regarding the management of the Company. The cost to 
obtain insurance to protect the shareholders investment from their choice 
of management should be the responsibility of the shareholders. 

OCC Brief, p. 64 

The OCC also cites that the escalation in D&O Insurance rates stem from the 
insurers' need to continue to reserve for litigation and settlement expenses in 
connection with an influx of claims arising from such entities as Worldcom, Enron, 
Kmart, etc. Response to Interrogatory OCC-101. The increases in D&O Insurance and 
the related costs are due to the failures of directors and officers to ensure the Company 
operated prudently and reasonably. An alternative to total disallowance of cost would 
be to allow the test year cost of $.330 million. OCC Brief, p. 65. 

The Department is sympathetic with OCC's arguments and generally agrees that 
the increased premiums are, at least in part, caused by OfficerlDirector 
mismanagement or misconduct in major corporations. Further, the Department notes 
that CL&P's recent claims experience includes settlement of eight federal and state 
shareholder class action lawsuits that stemmed from the Nuclear Regulatory 
Commission's Watch List of problems at its Millstone Nuclear Plant in 1996 that resulted 
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in a $20.050 million settlement by its insurer. Further, a $33 million settlement was 
reached with the non-NU joint owners of Millstone 3 related to the Company's operation 
of that plant. Late Filed Exhibit 73 and 73-SPOI. However, the Department has 
historically allowed some level of expense for D&O Insurance in rates to assure some 
level of ratepayer protection from catastrophic lawsuits. Therefore, the Department will 
allow the test year cost of $.330 million and reduce the Company's D&O Insurance 
expense by $.713 million ($1.043 million less $.330 million). 

b. Public Liability Expense 

The Company requested Public Liability Expense of $2.591 million in the rate 
year in Account 925.02. This Account includes the cost of the reserve accrual to protect 
the utility against injuries and damages claims of employees or others, losses of such 
character not covered by insurance, and expenses incurred in settlement of injuries and 
damages claims. It also includes the cost of labor and related supplies and expenses 
incurred in injuries and damages activities. Uniform System of Accounts prescribed for 
Electric Utilities, Public Utilities Control Authority State of Connecticut, 1/1/63, p. 177 
(USOC). In its calculation of this expense, CL&P removed $1.497 million of test year 
expense that was capitalized, thus reducing the overall test year expense of $2.591 
million to $1.094 million. Schedule WP C-3.12. 

In response to an OCC data request, the OCC questioned why CL&P should no 
longer treat the public liability expense as an overhead cost, subject to capitalization. In 
the Company's response it indicated "[ulpon further review it was determined that public 
liability insurance is an appropriate cost to be capitalized under the FERC Electric Plant 
instructions." CL&P determined that the payroll overhead rate is the best vehicle for 
capitalizing these costs and changed the overhead rate for the remainder of 2003 to 
include these costs. Response to Interrogatory OCC-99. Accordingly, the OCC 
recommends that $1.497 million of public liability expense be capitalized, thereby 
reducing CL&P's proposed expense. 

The Department agrees with the OCC and the Company that a portion of public 
liability expense, particularly as it relates to construction projects, is properly 
capitalizable. The USOC provides, for example, that the cost of injuries and damages 
or reserve accruals capitalized shall be charged to construction directly or by transfer to 
construction work orders from this account. USOC, p. 177. The Department also notes 
that it has been CL&P's consistent practice to capitalize a portion of public liability 
expense. Response to Interrogatory OCC-100. The Company provided a revised 
schedule that calculated the capitalized portion of Public Liability Expense using a 
capitalization rate of 38.5% that resulted in a capitalization amount of $.998 million. 
Schedule WP C-3.12 Revised. The Department notes that the capitalization percentage 
is consistent with other payroll-related capitalizations. Schedule WP C-3.28a. The 
Department, therefore, reduces public liability expense by $.998 million to reflect such 
capitalization. 
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amount. OCC analyzed the storm expense data and found that there is no relationship 
between total storm expense and inflation. For example, storm expenses were higher 
in 1992 and 1993 compared to 1994 and expenses in 1995 and 1996 were higher 
compared to 1997. Therefore, OCC also believes that there is no justification for an 
escalation factor in the storm budget. PRO Brief, pp. 9 and I O ;  OCC Brief, pp. IV-52 and 
53. 

The Department often uses a historical average, excluding the highest and 
lowest years’ costs, to calculate a rate year expense and believes that is the appropriate 
method for storm expense. The Department agrees with OCC’s analysis on the 
escalation factor. The Department calculates 1999 storm expense to be $8.483 million 
by averaging storm costs for 1992 - 1997, excluding the lowest and highest costs in 
1994 and 1996. Therefore, the Department reduces expenses by $3.169 million 
($1 1.652 million - $8.483 million). 

27. Directors’ and Officers’ Insurance 

CL&P has requested $1.391 million in directors’ and officers’ (D&O) liability 
insurance premiums for the rate year. Response to Interrogatory OCC-70. D&O 
insurance expenses for the years 1994 - 1997 were $497,000, $456,000, $630,000 and 
$1,022,000, respectively. Expenses increased due to claims paid and higher liability 
limits. CL&P projects 1999 expenses will be higher for the same reasons. Responses 
to Interrogatories OCC-312 and PRO-6; Late Filed Exhibit No. 5, AR-DPUC-14. The 
Company indicated that the two reasons were actually one and the same. As claims 
are paid, the insurance available in the future is reduced by that amount. Because of 
the claims already paid and potential claims, the Company purchased higher limits to 
restore its liability coverage to previous amounts. This would give the Company enough 
coverage for potential future claims. Tr. 10/20/98, pp. 4005 and 4006; Late Filed Exhibit 
No. 162. A Company witness testified that all of the shareholder lawsuits are well 
known to CL&P and the Department and any damage claims would be borne by 
shareholders. Tr. 911 0/98, pp. 430-432. 

PRO, AG and OCC argue that D&O costs have increased from 1995 to 1997 as 
a direct result of management imprudence and the nuclear outages. The claims paid 
and pending relate to the nuclear outages. OCC and PRO believe the expense should 
be reduced to the 1996 level. Even though the outages occurred during 1996, PRO 
believes this would allow for some increase due to inflation. OCC Brief, p. IV-39; PRO 
Brief, p. 12; AG Brief, p. 15. 

Ratepayers should not have to fund higher liability limits for directors and officers 
when it is those directors and officers who failed to ensure that the Company operated 
prudently and reasonably. The Department reduces D&O liability insurance premiums 
to a level that does not reflect the nuclear outages. The Department agrees that the 
1999 expense should be based on the 1996 level. However, the Department also 
believes that this is an expense that is typically influenced by inflation and sets the 1999 
allowed expense at $.65 million, which is the 1996 actual expense adjusted for inflation. 
Therefore, 1999 expenses are reduced by $.741 million ($1.391 million - $.65 million). 
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tax rate of 8.3% in the rate year. Tr. 2/16/00, p. 1775. Accordingly, the Department will 
reduce payroll taxes by an additional $42,746 ($515,017 x 8.3%). 

In Version B, CNG made a vacancy adjustment of $160,493. However, the 
Company failed to make a corresponding adjustment for payroll taxes and the O&M 
allocation factor of 83.6%. Schedule WPC-3.28. Accordingly, the Department will 
further reduce this expense by $13,321 ($160,493 x 8.3%). The Department‘s total 
reduction to payroll taxes is $255,260 ($1 99,193 + $42,746 + $1 3,321). 

c. Gross Receipts Tax 

Gas distribution companies are subject to the Connecticut gross receipts tax 
(GRT). GRT rates of 4% and 5% apply to residential customers and 
commerciallindustrial customers, respectively. CNG’s initial application projected a pro 
forma GRT expense of $10,599,786 for pro forma taxes at present rates. Schedule 
WPC-3.41. The Company’s request for a $15,738,284 increase in its revenue 
requirement added $675,684 for a total pro forma GRT of $11,275,470. Schedule 
CI/C2. Subsequently, the Company increased its pro forma revenues by $8,010,815. 
Late Filed Exhibit No. 4, Version B. This increased pro forma GRT by $343,924. 
Together, the changes increased pro forma GRT by $709,958 to $1 1,619,394. 

The Company calculated a 4.29% blended GRT rate by combining the calculated 
taxes on residential revenues and commercial revenues. Schedule WPC-3.41. CNG’s 
calculation of its blended GRT rate properly excluded taxes on non-taxable interruptible 
service revenues. Tr. 1/11/00, p. 137. 

In Section II.C, above, the Department adjusted CNG’s revenues for firm 
transportation by $58,700, and for an additional customer by $109,000. The Department 
will make an adjustment to GRT at the rate of 4.29%. Therefore, the Department will 
increase CNG’s GRT by $7,194 ([$58,700 + $109,000] x 4.29%). 

d. Summary of Other Tax Adjustments 

The Department’s total adjustment for other taxes is $(I ,055,804), $(255,260) for 
payroll tax, $(807,738) for property tax, and $7,194 for gross receipts tax. 

9. Insurance 

a. Directors and Officers Liability 

CNG has included the cost of D&O liability policies in pro forma insurance 
expense. The D&O insurance provides the Company with coverage for certain types of 
wrongful acts by directors or officers of the corporation. Its intent is to safeguard the 
assets of the corporation so that the Company can continue to provide service to its 
customers and earn a fair return for its shareholders. The Company has two such 
policies. The first provides regular coverage and has a $84,100 annual premium. The 
Company included $70,308 of that premium (83.6%) in its pro forma expense. The 
second policy provides excess coverage and has a $87,900 annual premium. The 
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Company included $73,397 of that premium in its pro forma expense for a total pro 
forma D&O insurance cost of $143,705 ($70,308 + $73,397). Schedule WPC-3.32. 

OCC recommends that CNG’s adjusted expenses be reduced by $81,807 to 
reflect the allocation of 20% of regular D&O liability insurance and 100% of the excess 
D&O liability insurance to shareholders. OCC would prefer that the cost be split equally 
between ratepayers and shareholders. Not withstanding that action, the OCC believes 
it appropriate to remain consistent with the Previous Rate Decision where 20% of the 
regulated premium was disallowed. OCC Brief, pp. 1 I , 37. Based on CNG testimony, 
PRO recommends a $7,031 reduction to this expense. PRO Brief, p. 1 1. 

In the Previous Rate Decision, the Department found that the Company needed 
D&O insurance to attract and keep qualified directors and officers. However, because 
shareholders could also initiate suits against the directors and officers, the Department 
disallowed 20% of the premium of regular coverage. Additionally, the Department found 
that the Company had not justified allowance of premiums of excess D&O coverage in 
rates. Decision, p. 33. 

The Company has not presented any evidence in the instant docket to warrant 
dissimilar treatment. Accordingly, the Department again disallows the cost of the 
excess coverage policy premium in its entirety and 20% of the regular policy. 
Accordingly, the Department will reduce this expense by $14,062 (20% x $70,308) to 
eliminate costs attributable to shareholders. The resultant allowed premium of $56,246 
requires an adjustment of $14,062. Adding that to the disallowed excess coverage 
premium of $73,397 produces a total reduction to D&O insurance expense of $87,459. 

b. Weather Stabilization Insurance 

CNG seeks to recover $993,063 in premiums for a weather stabilization 
insurance (WSI) policy covering the 2000/2001 heating season. Schedule C-3.32. This 
approximates the cost of the policy for the 1999/2000 season but is more than the cost 
of the policy in the 1998/1999 season. The witness stated that the Company obtained 
this insurance coverage to mitigate large swings in the Company’s earnings in periods 
of extremely warm weather. CNG also proposed to set up a deferred account to allow 
true-ups of insurance premium costs in future rate proceedings. Bolduc PFT, pp. 7, 10. 

AG proposes that the Department reject CNG’s proposal to recover any costs 
associated with WSI because it is not a cost that ratepayers should bear. Additionally, 
AG points out that shareholders have already been compensated for weather in the 
allowed ROE. Furthermore, the Company has failed to show that the WSI provides any 
real benefits to ratepayers. Brief, p. 6. 

OCC opposes the inclusion of WSI premiums above the line. Brief, p. 44. OCC 
agrees with AG that weather related risks are reflected in a company’s ROE, and further 
states that eliminating that risk would require a fundamental reassessment of the cost of 
doing business. Cotton PFT, p. 12. 
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On August 15, 2006, Entergy Arkansas, Inc. ("EAI") filed in this Docket its 

Application seeking an increase in the rates it charges its Arkansas retail electric 

customers. As later amended, EAI seeks a retail revenue requirement increase of' 

$ro6,534,ooo or approximately 11.79% above its current authorized retail revenue 

requirement. However, based upon the evidence presented in this Docket, the 

Commission finds that EAI's retail revenue requirement is excessive and should be 

reduced by approximately $5.67 million effective as of June 15, 2007. Among other 

adjustments the Commission denied E X ' S  request for an 11.25% return on equity. 

Instead, the Commission set M s  return on equiw at 9.9%. 

The Commission also denied a ' s  request to recover a number of expenses from 

its ratepayers, including reducing the level of incentive pay and stock options requested 

by EAI by over $21 million, and by rejecting EAI's request for its ratepayers to pay for 

entertainment expenses which included tickets to sporting events and concerts, gol€ 

balls and golf tournament expenses, and dinners and alcohol to entertain political 

figures. 

Further, the Commission approved EAI's request to recover costs relating to 

projects and organizations that promote new technologies and research and 
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Having found no direct or measurable benefit to ratepayers of these types of incentives, 

the Commission directs that these costs not be included in rates. 

As to Mr. M ~ C K S ’  recommendation to disallow certain perquisites provided EAI’s 

Chief Executive Officer and the five top executives at Entergy Cop. which include club 

dues, financial counseling, the corporate airplane, and a tax “gross-up”, the Commission 

finds no substantial evidence to support the recovery of such expenditures from M’s  

ratepayers. The Commission finds that, a s  noted by Mr. Marcus, .these types of 

expenditures are unreasonable in light of the salaries paid Entergy‘s top executives. The 

Commission therefore disdotvs these perquisites. 
. Director and Officer Liability Insurance 

W’s application included $191,58038 in expenses for Dimtor and Officer 

Liability (‘‘D&O”) Insurance. S f d f  tvitness Plunkett recommends a 50% sharing of 

these costs, pursuant to past Commission practice and based on the benefits that D&O 

insurance provides €or both stockholders and ratepayers. (T. 1472) Ms. Plunkett further 

testifies that her recommendation does not presuppose that this expenditure is 

unreasonable nor does it imply it is not useful in shielding officers and directors from 

shareholder litigation. Rather, she continues, her recommendation recognizes that the 

protection afforded officers and directors is primarily a benefit to shareholders, with EAI 

providing little evidence of benefits to ratepayers. (T. 1505) 

AG witness Marcus, noting similar Commission findings in other dockets, also 

recommends that these costs be shared equally between shareholders and ratepayers, 

3 N .  Plmkett removed $95790 in D&O Insurance from EAI per book, representing 50% of acmd 
expenses. Actual per book expenses would be t d c e  that amottnt or $rgr,580. 
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testifying that the shareholders are the beneficiaries of such policies when 

mismanagement is the subject of litigation by shareholders. {T. 702,767) 

Mr. McDonald recommends that the Commission reject the Staff‘s and the AGs 

proposed adjustment, arguing that the cost is “a reasonable and legitimate cost.-to 

encourage qualified individuals to serve as a member of the board of directors.” Mr. 

McDonald also testifies that the positions taken by Staff and the AG, on this and other 

similar recommendations would, if carried to every EAI cost, result in leaving EAI 

without “its legal right to recover the reasonable costs it incurs to provide electric service 

to its customers.” (T. 155) 

The Commission agrees that ratepayers, as .ruell as shareholders, benefit .from 

good utility management, which D&O Insurance helps secure. However, as found in 

prior dockets, t he  direct monetary benefits of D&O Insurance flow to shareholders as 

recipients of any payment made under these policies. That monetary protection is not 

enjoyed by ratepayers. The Commission therefore finds that, because shareholders 

materially benefit from this insurance, the costs of D&O Insurance should be equdIy 

shared between shareholder and ratepayer.39 

Civic Dues, Donations, and Club Memberships 

Both Staff w i b e s s  Plunkett and AG witness Marcus recommend disallowance of 

all costs related to civic club dues, club memberships, donations, and other costs such as 

“institutional advertising, lobbying, and donations, including support and sponsorship 

of local community organizations and local events.” (I?. 695.697, 1471) Ms. Plunkett 

notes that both FERC, which requires these items be Med as non-uflity expenses, and 
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IN THE MATTER OF AN APPLICATION FOR A 
GENERAL CHANGE OR MODIFICATION IN 

OF CENTERPOINT ENERGY RESOURCES ) ORDERNO. /b 

) 
) 

CENTERPOINT ENERGY ARKLA, A DIVISION ) DOCKET NO. 04-121-U 

COW’S RATES, CHARGES, AND TARIFFS 1 

ORDER 

On November 24, 2004, Centerpoint Energy Arkla (“Arkla” or the “Company”) filed an 

Application for approval of a general change or modification in its rates and tariffs.’ Arkla’s 

initial Application reflects that it was seeking a non-gas rate increase of $33,996,382 based on an 

overall non-gas revenue requirement of $182,525,265. Order No. 4, entered on December 16, 

2004, suspended Arkla’s proposed rates, charges, and tariffs pending further investigation by the 

Commission. 

The parties to this proceeding are Arkla, the General Staff of the Arkansas Public Service 

Commission (“Staff’), the Attorney General of Arkansas (“AG”), Arkansas Gas Consumers 

(“AGC”), and the Commercial Energy Users Group (“CEUG”). 

Arkla filed the written testimonies of Jeffrey A. Bish, Charles J. Harder, F. Jay 

Cummings, Samuel C. Hadaway, Alan D. Henry, Michael TheBerge, Gerald W. Tucker, Steve 

Malkey, Michael J. Adams, Walter L. Fitzgerald, Michael Hamilton, and John J. Spanos. The 

Staff filed the written testimonies of Robert Booth, Alice D. Wright, Alisa Williams2, Don E. 

Martin, Gail P. Fntchman, Don Malone, L.A. Richmond, Gayle Frier, Johnny Brown, Robert H. 

Swaim, and Adrienne R.W. Bradley. The AG filed the written testimony of William B. Marcus. 

’ Arkla filed additional revisions to its Application on December 27,2004, January 10,2005, and January 13,2005. 
’ On August 3,2005, the Staff filed Notice that Jeff Hilton, Manager of Staffs Audit Section, was adopting the pre- 
filed testimony of Staff witness Alisa Williams. 
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adjustments were calculated by applying the contribution rate to each party’s respective payroll 

adjustments. 

The Commission finds that the employee savings plan contribution rate should be applied 

to the amount determined for regular salaries and wages, overtime, and incentive pay consistent 

with the Commission’s decision on these issues. The Commission accepted Arkla’s position on 

regular salaries and wages, and overtime, and the Staffs position on incentive pay. (Adjustment 

NO. IS-20). 

Director’s and Officer’s Insurance (‘‘D&O”l 

The purpose of D&O insurance is to protect officers and directors of a corporation from 

liability in the event of a claim or lawsuit against them asserting wrongdoing in connection with 

the Company’s business. AG witness Marcus has two concerns with Arkla’s treatment of this 

expense: (1) Arkla’s revised allocation methodology &om an asset-based to an O&M-based 

allocation has doubled Arkla’s costs; and (2) the costs should be split on a 50-50 basis to 

recognize that shareholders are the major beneficiaries of policy payouts when something goes 

wrong. (T. 1376-1377) Arkla Witness Harder testified that the use of an O&M allocation factor 

is appropriate for an expense that bears no relation to the level of plant. He contended that this is 

a necessary business expense which enables the Company to attract and retain qualified 

management. (T. 152-153) Mr. Marcus disagreed, stating that the expense is not reIated to 

O&M expense either, the allocation shifts the cost to Arkla away fiom ArkIa’s electric affiliate, 

and utility profits are asset-based. Also, since shareholders receive the benefit of insurance 

payouts, they should bear a portion of the cost of buying the insurance. (T. 1465-1466) Mr. 
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Harder responded, contending that: (1) the AG cites no evidence to show shareholders are the 

primary beneficiaries of these insurance proceeds; (2) litigation often involves past stockholders, 

in which instance they are no different than other individuals filing tort claims; and (3) when 

current shareholders are involved, payments are made to the corporation in which case customers 

are the ultimate beneficiaries. (T. 1227-1229) 

The Commission finds that Arkla has not justified its change in allocation factors nor has 

it justified why this expense should not be split equally between stockholders and ratepayers. 

Arkla did not adequately explain why, at this t h e ,  it changed from a asset-based to an O&M 

expense-based allocation factor. Arkla’s explanation that it is an expense to attract qualified 

management does not establish a justifiable relationship between the cost and the cost expense 

allocation factor the Company used. Mr. Marcus testified that D&O insurance costs are part of 

general corporate overhead to protect Company profits which are largely asset-based for a utility. 

(T. 167-169) Mr. Marcus’ testimony that this insurance protects corporate profits also lends 

support for sharing the insurance costs between shareholders and ratepayers. The news (T. 1040) 

is replete with stones about companies experiencing lawsuits by shareholders. The Commission 

agrees with the AG that more often than not it is the current shareholders who sue management 

and who receive a large portion of the proceeds fkom the D&O insurance payouts. Accordingly, 

the Commission finds that Arkla’s existing asset-based allocation for D&O insurance should be 

maintained and that the expense for D&O insurance should be shared on a 50-50 basis between 

shareholders and ratepayes. 
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RATES AND TARIFFS 1 

O R D E R  

PROCEDURAL HISTORY 

On December 29,2004, Arkansas Western Gas Company (“AWG” or the “Companf’) filed 

an application for approval of a general change or modification in its rates and tariffs. AWG 

requested that its rates be increased by $9,739,459 annually. Order No. 2, entered January 10, 2005, 

suspended AWG’s proposed rates, charges, and tariffs pending further investigation by the 

Codss ion .  Order No. 2 also established a procedural schedule for the purposes of investigating 

AWG’s application. 

The parties to this proceeding are AWG, the General Staff of the Arkansas Public Service 

Commission (“Staff’), the Attorney General of Arkansas (“AG’), Northwest Arkansas Gas 

Consumers (“NWAGC”), and the Commercial Energy Users Group (“CEUG”). 

On December 29, 2004, AWG filed the Direct Testimony and Exhibits of Alan N. Stewart, 

Executive Vice-president of AWG, Donna R. Campbell, Manager, Rates and Regulation 

Department of AWG, Ricky A. Gunter, Vice President of Rates and Regulation for AWG, Glenn M. 

Morgan, Controller and Treasurer for AWG, and Dr. Roger A. Morin,‘ Principal, Utility Research 

International, in support of its application. 

‘Professor of Finance, Georgia State University and Professor of Finance for Regulated Industry at the Center for the 
Study of Regulated Industry at Georgia State University, Atlanta, Georgia. 
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3. Pavroll Taxes: 

Differences between Staffs and the Company's calculation of payroll taxes and that 

of the AG relate entirely to the differences between the parties regarding the appropriate 

level of payroll to include in revenue requirement. 

In view of the foregoing findings on payroll, the Commission finds that Staffs adjustments 

for FICA and other payroll taxes is appropriate and should be adopted. 

C. Fringe Benefits 

As with payroll taxes, any differences among the parties for fiinge benefits, including 

worker's compensation, medical insurance, pension expense, and employee savings p l d i f e  

insurance relate to the level of proposed payroll. Therefore, as with payroll taxes, in view of the 

foregoing findings on payroll, the Commission finds that Staff's adjustments for any fijnge benefits 

should be adopted. 

D. Directors and Officers Insurance ("D & 0") 

The AG and AWG also disagree about inclusion in revenue requirement of 100% of the 

liability insurance provided by AWG and SWN for its directors and officers. Mr. Marcus argues 

that the major beneficiaries of this type of insurance will be the stockholders and its issuance 

provides no assurances of better management or decision making by officers and directors for the 

benefit of ratepayers. He also testifies that, in AWG's last rate case, Docket No. 02-227-U, the 

Commission approved a sharing of the cost between ratepayers and stockholders and he 

recommends that the Commission require equal sharing here. (Tr. at 72-73) Mr. Morgan disputes 

the AG's view of the benefits provided by this expense, noting that this type of insurance is essential 
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to the operation of AWG, without which it could not attract the necessary management personnel to 

operate the Company. (Tr. at 350) 

As it has held in previous rate cases, most notably in AWG’s last rate case in Docket No. 02- 

227-U, the Commission finds that D&O insurance benefits both stockholders and ratepayers. 

Therefore, as recommended by AG witness Marcus this expense should be split 50/50 between 

stockholders and ratepayers. 

E. Uncollectible Accounts Expense 

Uncollectible accounts expense has been calculated by the parties, each using a percent of 

uncollectible accounts to revenues applied to pro forma operating revenues as explained by Staff 

witness Williams. (Tr. at 1442) As discussed in the following section on the revenue conversion 

factor, the calculation of that percent remains in dispute. The Commission has found in its 

discussion of the revenue conversion factor that Staffs calculated factor for uncollectible accounts 

expense is appropriate. In view of that finding, the Commission, therefore, also approves Staffs 

calculated level of uncollectible accounts expense. 

F. Revenue Conversion Factor 

Revenue conversion factor issues stili contention among the parties include: the term 

over which uncollectible accounts as a percent of revenues are averaged in order to estimate a 

normal level; a proposal to incorporate late payment charge revenues in the conversion factor as a 

percent of revenues; and a proposal to calculate and apply separate conversion factors by class to 

recognize each class’s distinctive level of uncollectible accounts. 
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EXECUTIVE SUMMARY 
UNS ELECTRIC, INC. 

DOCKET NO. E-04204A-12-0448 

My direct testimony provides my estimate of the cost of capital for UNS Electric, Inc. 
(“UNS Electric”). My cost of capital recommendation is as follows: 

Percent cost Return 

Long-term Debt 47.40% 5.97% 2.83% 
Common Equity 52.60% 9.25% 4.87% 
Total Capital 100.00% 7.70% 

The only difference between my 7.70 percent recommendation and the 8.35 percent cost 
of capital request of UNS Electric is the cost of common equity - I propose a cost of equity of 
9.25 percent and UNS Electric requests a cost of equity of 10.50 percent. 

My 9.25 percent cost of common equity is derived from my application of three cost of 
equity models: 

Range Mid-Point 
Discounted Flow 8.5 - 10.0% 9.25% 
Capital Asset Pricing Model 6.5 - 6.8% 6.65% 
Comparable Earnings 9.0 - 9.50% 9.25% 

In addition, my direct testimony addresses the Fair Value Rate of Return (“FVROR’) 
which should be applied to the Fair Value Rate Base of UNS Electric. I recommend two 
alternative FVROR values for UNS Electric - a 5.79 percent value using a zero percent return on 
the Fair Value Increment (differential between Fair Value Rate Base and Original Cost Rate 
Base) and 5.91 percent value using a 0.50 percent inflation-adjusted risk-fiee return. 
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I. 

Q. 
A. 

Q. 
A. 

Q- 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is David C. Parcell. I am President and Senior Economist of Technical 

Associates, Inc. My business address is  Suite 580, 9030 Stony Point Parkway, 

Richmond, Virginia 2323 5. 

Please summarize your educational background and professional experience. 

I hold B.A. (1969) and M.A. (1970) degrees in economics from Virginia Polytechnic 

Institute and State University (Virginia Tech) and a M.B.A. (1985) from Virginia 

Commonwealth University. I have been a consulting economist with Technical 

Associates since 1970. I have provided cost of capital testimony in public utility 

ratemaking proceedings, dating back to 1972. In connection with this, I have previously 

filed testimony and/or testified in about 500 utility proceedings before over 50 regulatory 

agencies in the United States and Canada. Attachment 1 provides a more complete 

description of my education and relevant work experience. 

What is the purpose of your testimony in this proceeding? 

I have been retained by the Utilities Division Staff (“Staff’) to evaluate the cost of capital 

aspects of the current filing of UNS Electric, Inc. (“UNS Electric” or “Company”). I 

have performed independent studies and am making recommendations of the current cost 

of capital for UNS Electric. In addition, since UNS Electric is a subsidiary of UNS 

Energy Corporation (“UNS Energy”), I have also evaluated UNS Energy in my analyses. 
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Q. 
A. 

11. 

Q. 
A. 

Q. 
A. 

Have you prepared an exhibit in support of your testimony? 

Yes, I have prepared one exhibit, made up of 15 Schedules, identified as Schedule 1 

through Schedule 15. These Schedules were prepared either by me or under my 

direction. The information contained in these schedules is correct to the best of my 

knowledge and belief. 

RECOMMENDATIONS AND SUMMARY 

What are your recommendations in this proceeding? 

My overall cost of capital recommendations for UNS Electric are: 

Percent Cost Return 
Long-Tern Debt 47.40% 5.97% 2.83% 
Common Equity 52.60% 9.25% 4.87% 

Total 100.00% 7.70% 

UNS Electric’s application requests a return on common equity of 10.5 percent and 

overall rate of return of 8.35 percent. I propose a return on common equity of 9.25 

percent and an overall rate of return of 7.70 percent. 

Please summarize your cost analyses and related conclusions for UNS Electric. 

This proceeding is concerned with UNS Electric’s regulated electric utility operations in 

Arizona. My analyses are Concerned with the Company’s total cost of capital. The first 

step in performing an analysis of the Company’s cost of capital is the development of the 

appropriate capital structure. UNS Electric’s proposed capital structure is comprised of 

52.60 percent common equity and 47.40 percent long-term debt. This capital structure is 
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the June 30, 2012 test period capital structure of the Company. I also use this same 

capital structure in my cost of capital analyses. 

The second step in a cost of capital calculation is a determination of the embedded cos 

rate of debt. UNS Electric’s application uses a cost rate of 5.97 percent, which reflects 

the Company’s cost at June 30, 2012. I have used the same rate for this item as is 

proposed by the Company. 

The third step in the cost of capital calculation is the estimation of the cost of common 

equity. I have employed three recognized methodologies to estimate the cost of equity 

for UNS Electric. Each of these methodologies is applied to two groups of proxy 

utilities. These three methodologies and my findings are: 

Methodology Range Mid-Point 
Discounted Cash Flow 8.5-10.0% 9.25% 
Capital Asset Pricing Model 6.5-6.8% 6.65% 
Comparable Earnings 9.0-9.5% 9.25% 

Based upon these findings, I conclude that the cost of common equity for UNS Electric is 

within a range of 8.5 percent to 10.0 percent. I recommend the mid-point of my cost of 

equity range (9.25 percent). 

Combining these three steps into a weighted cost of capital results in an overall rate of 

return range of 7.56 percent to 7.83 percent. My recommended 9.25 percent cost of 

equity results in an overall cost of capital of 7.70 percent. 
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Q. 

A. 

ECONOMIC/LEGAL PRINCIPLES AND METHODOLOGIES 

What are the primary economic and legal principles that establish the standards for 

determining a fair rate of return for a regulated utility? 

Public utility rates are normally established in a manner designed to allow for the 

recovery of their costs, including capital costs. This is frequently referred to as “cost of 

service” ratemaking. Rates for regulated public utilities traditionally have been primarily 

established using the “rate base - rate of return” concept. Under this method, utilities are 

allowed to recover a level of operating expenses, taxes, and depreciation deemed 

reasonable for rate-setting purposes, and are granted an opportunity to earn a fair rate of 

return on the assets used and useful b, rate base) in providing service to their 

customers. 

The rate base is derived from the asset side of the utility’s balance sheet as a dollar 

amount and the rate of return is developed from the liabilities/owners’ equity side of the 

balance sheet as a percentage. The revenue impact of the cost of capital is thus derived 

by multiplying the rate base by the rate of return (including income taxes). 

The rate of return is developed from the cost of capital, which is estimated by weighting 

the capital structure components (1, debt, preferred stock, and common equity) by their 

percentages in the capital structure and multiplying these by their cost rates. This is also 

known as the weighted cost of capital. 

Techcally, “fair rate of return” is a legal and accounting concept that refers to an ex 

post (after the fact) earned return on an asset base, while the cost of capital is an 

economic and financial concept which refers to an ex ante (before the fact) expected or 
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required return on a liability base. In regulatory proceedings, however, the two terms are 

often used interchangeably, as I have done in my testimony. 

From an economic standpoint, a fair rate of return is normally interpreted to mean that an 

efficient and economically managed utility will be able to maintain its financial integrity, 

attract capital, and establish comparable returns for similar risk investments. These 

concepts are derived from economic and financial theory and are generally implemented 

using financial models and economic concepts. 

Although I am not a lawyer and I do not offer a legal opinion, I reviewed, among other 

items, two United States Supreme Court decisions which provide guidance on standards 

for a fair rate of return. The first decision is Bluefield Water Works and Improvement 

Co. v. Public Sew. Comm’n of West Virginia, 262 U.S. 679 (1923). In this decision, the 

Court stated: 

“What annual rate will constitute just compensation depends upon many 
circumstances and must be determined by the exercise of fair and 
enlightened judgment, having regard to all relevant facts. A public 
utility is entitled to such rates as will permit it to earn a return on the 
value of the property which it employs for the convenience of the public 
equal to that generally being made at the same time and in the same 
general part of the country on investments in other business 
undertakings which are attended by corresponding risks and 
uncertainties; but it has no constitutional right to profits such as are 
realized or anticipated in highly profitable enterprises or speculative 
ventures. The return should be reasonably sufficient to assure 
confidence in the financial soundness of the utility, and should be 
adequate, under efficient and economical management, to maintain and 
support its credit and enable it to raise the money necessary for the 
proper discharge of its public duties. A rate of return may be reasonable at 
one time, and become too high or too low by changes affecting 
opportunities for investment, the money market, and business conditions 
generally”. [Emphasis added.] 
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It is my understanding that the Bluefield decision discussed the following standards for a 

fair rate of return: comparable earnings, financial integrity, and capital attraction. It also 

noted the changing level of required returns over time as well as an underlying 

assumption that the utility be operated in an efficient manner. 

The second decision is Federal Power Comm’n v. Hope Natural Gas Co., 320 U.S. 591 

(1942). In that decision, the Court stated: 

“The rate-making process under the matural Gas] Act, i.e., the fixing of 
‘just and reasonable’ rates, involves a balancing of the investor and 
consumer interests . . . . From the investor or company point of view it is 
important that there be enough revenue not only for operating expenses 
but also for the capital costs of the business. These include service on the 
debt and dividends on the stock. By that standard the return to the equity 
owner should be commensurate with returns on investments in other 
enterprises having corresponding risks. That return, moreover, should 
be sufficient to assure confidence in the financial integrity of the 
enterprise, so as to maintain its credit and to attract capital.” 
[Emphasis added.] 

The Hope case is also frequently credited with establishing the “end result” doctrine, 

which maintains that the methods utilized to develop a fair return are not important as 

long as the end result is reasonable. 

The three economic and financial parameters in the Bluefield and Hope decisions - 

comparable earnings, financial integrity, and capital attraction - reflect the economic 

criteria encompassed in the “opportunity cost” principle of economics. The opportunity 

cost principle provides that a utility and its investors should be afforded an opportunity 

(not a guarantee) to earn a return commensurate with returns they could expect to achieve 

on investments of similar risk. The opportunity cost principle is consistent with the 
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fundamental premise, on which regulation rests, namely, that it is intended to act as a 

surrogate for competition. 

I understand that because Arizona is a “Fair Value” state, Hope and Bluefield do not set 

forth the legal requirements applicable to determining fair rate of return in Arizona. In 

Simms v. Round Valley Light & Power Company, 294 P.2d 378 (1956) the Arizona 

Supreme Court took exception to application of the following principle in Arizona since 

the Constitution mandates consideration of fair value: 

“In the Hope case the court, in testing the reasonableness of rates fixed by 
the Federal Power Commission under the Natural Gas Act, 15 U.S.C.A. 
Section 717 et seq., aRer holding that Congress had provided no formula 
by which just and reasonable rates were to be determined, ruled that it was 
the final result reached and not the method used in reaching the result that 
was controlling and that it was unimportant to ‘determine the various 
permissible ways in which any rate base on which the return is computed 
might be anived at.”’ 

My testimony does not advocate that the Commission ignore the Simms holding in this 

regard, or the fair value of UNS Electric’s property, which it is required to consider under 

Article 15, Section of the Arizona Constitution. Rather, I find the Hope and Bluefield 

decisions can be helpful in their discussion of comparable earnings, financial integrity 

and capital attraction. I note that UNS Electric Witness Bulkley also cites the Hope and 

Bluefield cases as guidelines for evaluating the cost of capital for the Company. 

Q. 
A. 

How can these parameters be employed to estimate the cost of capital for a utility? 

Neither the courts nor economic/financial theory have developed exact and mechanical 

procedures for precisely determining the cost of capital. This is the case because the cost 
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of capital is an opportunity cost and is prospective-looking, which dictates that it must be 

estimated. 

There are several useful models that can be employed to assist in estimating the cost of 

equity capital, which is the capital structure item that is the most difficult to determine. 

These include the Discounted Cash Flow (“DCF’), Capital Asset Pricing Model 

(“CAPMY), Comparable Earnings (“CE”) and Risk Premium (“RJ?”) methods. Each of 

these methods (or models) differs from the others and each, if properly employed, can be 

a useful tool in estimating the cost of c o r n o n  equity for a regulated utility. 

Q. 

A. 

IV. 

Q. 

A. 

Which methods have you employed in your analyses of the cost of common equity in 

this proceeding? 

I have utilized three methodologies to determine UNS Electric’s cost of common equity: 

the DCF, CAPM, and CE methods. I have not employed a RP model in my analyses 

although, as I indicate later, my CAPM analysis is a form of the RP methodology. Each 

of these methodologies will be described in more detail in my testimony that follows. 

GENERAL ECONOMIC CONDITIONS 

Are economic and financial conditions important in determining the cost of capital 

for a public utility? 

Yes. The cost of capital, for both fixed-cost (debt and preferred stock) components and 

common equity, are determined in part by current and prospective economic and 

financial conditions. At any given time, each of the following factors has an influence on 

the cost of capital: 

0 

0 

0 The level of inflation; 

The level of economic activity (i.e., growth rate of the economy); 
The stage of the business cycle (Le., recession, expansion, or transition); 



1 
2 
3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 
25 

26 

Direct Testimony of David C. Parcel1 
Docket No. E-04204A-12-0504 
Page 9 

Expected economic conditions. 
The level and trend of interest rates; and, 

My understanding is that this position is consistent with the Bluefield decision that noted 

“[a] rate of return may be reasonable at one time and become too high or too low by 

changes affecting opportunities for investment, the money market, and business 

conditions generally.” Bluefield, 262 U.S. at 693. 

Q. 

A. 

Q- 

A. 

What indicators of economic and financial activity did you evaluate in your 

analyses? 

I examined several sets of economic statistics fiom 1975 to the present. I chose this time 

period because it permits the evaluation of economic conditions over four full business 

cycles, allowing for an assessment of changes in long-term trends. This period also 

approximates the beginning and continuation of active rate case activities by public 

utilities. 

A business cycle is commonly defined as a complete period of expansion (recovery and 

growth) and contraction (recession). A full business cycle is a useful and convenient 

period over which to measure levels and trends in long-term capital costs because it 

incorporates the cyclical (ie., stage of business cycle) influences, and thus, permits a 

comparison of structural (or long-term) trends. 

Please describe the timeframe of the four prior business cycles and the current 

cycle. 
The four prior complete cycles and current cycle cover the following periods: 
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Q. 

A. 

Business Cycle Expansion Cycle 
1975- 1982 Mar. 1975-J~ly 1981 
1982- 199 1 NOV. 1982-July 1990 
1991-2001 Apr. 1991-Mar. 2001 
2001 -2009 Dec. 2001-Nov. 2007 
Current JUlV 2009- 

Contraction Period 
AUg. 1981-Oct. 1982 
Aug. 1990-Mar. 1991 
Apr. 2001-Nov. 2001 
Dec. 2007-June 2009 

Source: National Bureau of Economic Research, “Business Cycle 
Expansions and Contractions.” 

Do you have any general observations concerning the recent trends in economic 

conditions and their impact on capital costs over this broad period? 

Yes, I do. Until the end of 2007, the United States economy had enjoyed general 

prosperity and stability since the early 1980s.’ This period had been characterized by 

longer economic expansions, relatively tame contractions, low and declining inflation, 

and declining interest rates and other capital costs. 

However, in 2008 and 2009, the economy declined significantly, initially as a result of 

the 2007 collapse of the “sub-prime” mortgage market and the related liquidity crisis in 

the financial sector of the economy. Subsequently, this financial crisis intensified with a 

more broad-based decline, initially based on a substantial increase in petroleum prices 

and a dramatic decline in the U.S. financial sector, culminating with the collapse and/or 

bailouts of a significant number of well-known institutions such as Bear Steams, Lehman 

Brothers, Merrill Lynch, Freddie Mac, Fannie Mae, AIG and Wachovia. The recession 

also witnessed the demise of national companies such as Circuit City and the 

bankruptcies of automotive manufacturers such as Chrysler and General Motors. 

There was a “Tech Bubble” in 1999-2000, in which prices of many technology stocks encountered a 1 

dramatic run-up that was followed by an equally dramatic decline in 2001-2002. 
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This decline has been described as the worst financial crisis since the Great Depression 

and has been referred to as the “Great Recession.” Since 2008, the U.S. and other 

governments have implemented and continue to implement unprecedented actions to 

attempt to correct or minimize the scope and effects of this recession. 

Q- 

A. 

The recession reached its low point in mid-2009 and the economy has since begun to 

expand again, although at a slow and uneven rate. However, the length and severity of the 

recession, as well as a relatively slow and uneven recovery, indicate that the impacts of 

the recession have been and will be felt for an extended period of time. As an example of 

this, even in the fourth year of the recoveqdexpansion, the U.S. unemployment rate still 

stands at nearly 8 percent-close to the highest unemployment rate experienced over the 

last several decades. 

Please describe recent and current economic and financial conditions and their 

impact on the cost of capital. 

Schedule 2 shows several sets of relevant economic data for the cited time periods. Pages 

1 and 2 contain general macroeconomic statistics; pages 3 and 4 show interest rates; and 

pages 5 and 6 contain equity market statistics. 

Pages 1 and 2 show that 2007 was the sixth year of an economic expansion but, as I 

previously noted, the economy subsequently entered a significant decline, as indicated by 

the growth in real (Le., adjusted for inflation) Gross Domestic Product (“GDP”), 

industrial production, and an increase in the unemployment rate. This recession lasted 

until mid-2009, making it a longer-than-normal recession, as well as a deeper recession. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2c 

21 

22 

23 

24 

2: 

Direct Testimony of David C. Parcel1 
Docket No. E-04204A-12-0504 
Page 12 

Since then, economic growth has been erratic and lower than the initial periods of prior 

expansions. 

Pages 1 and 2 also show the rate of inflation. As reflected in the Consumer Price Index 

(“CPI”), for example, inflation rose significantly during the 1975-1982 business cycle 

and reached double-digit levels in 1979-1980. The rate of inflation declined substantially 

beginning in .1981, and remained at or below 6.1 percent during the 1983-1991 business 

cycle. Since 2008, the CPI has been 3 percent or lower, with 2012 being only 1.7 

percent. It is thus apparent that the rate of inflation has generally been declining over the 

past several business cycles. Current levels of inflation are at the lowest levels of the past 

35 years and are indicative of low inflation, which is reflective of lower capital costs. 

Q- 

A. 

What have been the trends in interest rates over the four prior business cycles and 

at the current time? 

Pages 3 and 4 of Schedule 2 show several series of interest rates. Rates rose sharply to 

record levels in 1975-1981 when the inflation rate was high and generally rising. Interest 

rates declined substantially in conjunction with inflation rates during the remainder of the 

1980s and throughout the 1990s. Interest rates declined even further fiom 2000-2005 and 

generally recorded their then-lowest levels since the 1960s. 

Since 2008, the Federal Reserve has lowered the Federal Funds rate (Le., short-term rate) 

to 0.25 percent, an all-time low. The Federal Reserve has also acted to stimulate the 

economy by purchasing U.S. Treasury Securities. In 2008 and early 2009, there was a 

pronounced decline in short-term rates, as well as long-term U S .  Treasury Securities 

yields, and an increase in corporate bond yields, reflecting the “flight to safety,” wherein 
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there was a reluctance of investors to purchase common stocks and corporate bonds while 

concomitantly moving their money into very safe government bonds. Since then, as seen 

on page 4 of Schedule 2, both U.S. and corporate bond yields have declined to their 

lowest levels in the past four business cycles and in more than 35 years, with even 

corporate lending rates remaining at historically low levels, again reflective of lower 

capital costs. 

Q. 
A. 

Q. 

A. 

What trends does Schedule 2 show for trends of common share prices? 

Pages 5 and 6 show several series of common stock prices and ratios. These indicate that 

stock prices were essentially stagnant during the high inflationhigh interest rate 

environment of the late 1970s and early 1980s. The 1983-1991 business cycle and the 

more recent cycles witnessed a significant upward trend in stock prices. The beginning 

of the recent financial crisis saw stock prices decline precipitously, as stock prices in 

2008 and early 2009 were down significantly from 2007 levels, reflecting the 

financial/economic crisis. Beginning in the second quarter of 2009, prices have 

recovered substantially and have ultimately reached and exceeded the levels achieved 

prior to the “crash.” 

What conclusions do you draw from your discussion of economic and financial 

conditions? 

It is apparent that recent economic and financial circumstances have been different from 

any that have prevailed since at least the 1930s. The late 2008-early 2009 deterioration in 

stock prices, the decline in U.S. Treasury bond yields, and an increase in corporate bond 

yields were evidenced in the then-evident “flight to safety.” On the other side of this 

“flight to safety” is the negative perception of the recent declines in capital costs and 
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returns, which significantly reduced the value of most retirement accounts, investment 

portfolios and other assets. One significant aspect of this has been a decline in investor 

expectations of returns, including stock returns. Finally, as noted above, utility interest 

rates are currently at levels below those prevailing prior to the financial crisis of late 2008 

to early 2009 and are near the lowest level in the past 35 years. 

V. 

Q- 
A. 

Q- 
A. 

UNS ELECTRIC’S OPERATIONS AND RISKS 

Please summarize UNS Electric and its operations. 

UNS Electric is a public utility that provides electric utility services to some 92,000 

customers in Mohave and Santa Cruz Counties of Anzona. UNS Electric was formerly 

the Arizona electric utility operations of Citizens Communications Company 

(“Citizens”), prior to its 2003 acquisition by UNS Energy. When UNS Energy acquired 

the Arizona electric and gas assets from Citizens, it formed two operating companies - 

UNS Electric and UNS Gas. 

Please describe UNS Energy. 

UNS Energy is a holding company, whose principal subsidiary is Tucson Electric Power 

Company (“TEP”), a generation and distribution company that is the second-largest 

investor-owned utility in Arizona. UNS Energy also owns UNS Energy Services 

(“UESyy)y which is the parent company of both UNS Electric and UNS Gas. UNS Energy 

presently operates through three primary business segments - TEP, UNS Electric and 

UNS Gas. 
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Q. 
A. 

Q* 
A. 

What have been the business segment ratios of UNS Energy in recent years? 

This is shown on Schedule 3. As this indicates, as of 2012, UNS Electric accounted for 

about 13 percent of the revenues of UNS Energy, about 19 percent of operating income, 

and 9 percent of total assets. 

What are the current bond ratings of UNS Energy, UNS Electric and TEP? 

The current ratings of UNS Energy, UNS Electric, UNS Gas and TEP are: 

Standard & Poor’s Moody’s Fitch 

Senior Secured Debt NR Bal NR 
Issuer Rating NR Bal NIA 

UNS Energy Credit Ratings 

UNS Electric Credit Ratings 
Senior Unsecured Debt 

UNS Gas Credit Ratings 
Senior Unsecured Debt 

Baa2 

Baa2 

Tucson Electric Power Credit Ratings 
Senior Secured Debt BBB+ Baal BBB- 
Senior Unsecured Debt BBB- Baa3 BBB 
Issuer Rating BB+ Baa3 BBB- 

Source: UNS Energy Web Site. 

UNS Electric now has its own security ratings by Moody’s but not S&P and Fitch. The debt of 

UNS Electric is guaranteed by UES. As such, the debt of UNS Electric is related to the overall 

credit strength of UNS Energy. 

Q- 

A. 

Did the acquisition of the assets currently comprising UNS Electric have any impact 

on the security ratings of UNS Energy or TEP? 

No, it did not. Standard & Poor’s, for example, made the following comments in an 

August 12,2003 Creditwatch report on TEP: 
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Standard & Poor’s Ratings Services said today it affirmed its ratings on 
Tucson Electric Power Co. (‘BB’ corporate credit rating) and removed 
them from Creditwatch with negative implications. They were placed on 
Creditwatch Nov. 8, 2002, reflecting parent UniSource Energy Corp.’s 
announcement of an agreement to purchase the Arizona electric and gas 
transmission and distribution assets from Citizens Communications Co. 
The outlook is stable. 

The Aug. 11, 2003, acquisition of these relatively low-risk, widely 
scattered regulated assets for $220 million, well below the book value 
of about $425 million, bolsters the consolidated business profile of the 
UNS Energy family of companies, and does so with a financing package 
that marginally improves the overall financial condition of UniSource 
Energy. These assets are subject to regulation by the Anzona Corporation 
Commission (ACC), as is Tucson Electric, and are structured as a wholly 
owned subsidiary of UNS Energy called UniSource Energy Services. 

The addition of about 77,000 electric customers and 126,000 gas 
customers represents an increase of about 40% to Tucson Electric’s 
customer base. The acquisition has received strong regulatory support, 
mainly because rate increases will be limited to only about one-half of 
what they would have been in the absence of the purchase, as well as 
because of operational challenges faced by prior management. [Emphasis 
added] 

Q. 
A. 

What have been the subsequent descriptions of UNS Electric by rating agencies? 

In July of 2008, Moody’s assigned a rating of Baa3 to UNS Electric. In its report, 

Moody’s stated: 

Corporate Profile 

UNS Electric, Inc. (UNSE: Baa3 guaranteed revolving credit facility, 
stable outlook) is an electric transmission and distribution utility serving 
approximately 90,000 retail customers in Mohave and Sank Cruz counties 
of Arizona. UNSE is a subsidiary of UniSource Energy Services (“UES’) 
which is also the parent of UNS Gas, Inc. (“UNSG”), a gas utility serving 
approximately 146,000 customers in an area covering approximately 50% 
of the state of Arizona. UES is a wholly owned subsidiary of UniSource 
Energy Corporation (UNS: Bal senior secured bank credit facility 
(security limited to stock of certain subsidiaries), stable outlook). UNS’ 
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largest subsidiary is Tucson Electric Power (TEP: Baa3 senior unsecured, 
stable outlook), a vertically integrated electric utility serving 
approximately 400,000 retail customers in southeastern Arizona and also 
engaged in wholesale power marketing in the western U.S. 

Recent Developments 

On July 8,2008, Moody’s assigned a rating of Baa3 to UNSE and UNSG 
joint $60 million senior unsecured guaranteed credit facility. The facility 
is guaranteed by UNSE’s and UNSG’s intermediate parent company UES. 
The rating outlook is stable. 

Rating Rationale 

The Baa3 rating for the shared guaranteed credit facility is driven by 
the relatively stable and predictable nature of UNSE’s and UNSG’s 
regulated cash flows, as well as their strong combined financial profile 
which provide the basis of the UES guarantee. For the past several 
years, cash flow credit metrics at both UNSE and USE have been at or 
above the ranges demonstrated by electric utilities rated within the 
Baa range. [Emphasis added] 

More recently, Moody’s made the following comments about UNS Electric in a May 25, 

2012 Credit Opinion: 

Summary Rating Rationale 

UNSE’s Baa2 senior unsecured rating reflects the improved regulatory 
environment in Arizona, the interdependence that currently exists between 
UNSG and its affiliate UNSE as a result of their shared credit facility and 
parental guarantee and the relatively small size of the utility. The rating 
also reflects relatively strong credit metrics. 

Detailed Rating Considerations 

Improved regulatory environment in Arizona. 

The evaluation of the ratings for UNS and its subsidiaries was driven by 
the recent favorable rate settlement of UNSG, which along with two other 
recent supportive settlements for Southwest Gas and Arizona Public 
Service indicates an improvement in the Arizona regulatory environment. 
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UNS Electric achieved a supportive outcome in its 2010 rate decision, in 
which it received a rate increase of $7.4 million, over 50% of its initial 
request, reflecting a 9.75% ROE and an equity ratio of 46%. In that rate 
case, the company was also allowed to recover in rates the cost of 
acquiring the Black Mountain Generation Station, a 90 M W  gas peaking 
facility, from UNS’s development arm in 2011. While UNS Electric is 
required to make an administrative filing with the ACC this year, it has not 
announced an intention to file for a rate increase this year. 

Recovery mechanisms supportive to credit quality 

UNSE procures most of its power from the market via a portfolio of 
committed long and short-term contracts and spot purchases. UNSE’s 
purchased power and fuel adjustment clause (PPFAC) has two 
components: a capped forward component and an uncapped true-up 
component that allows recovery of actual power costs over the subsequent 
twelve month period. We view the PPFAC as credit supportive. Our 
rating assumes the PPFAC will continue to function appropriately and 
deferral balances remain manageable. 

In addition, UNSE is allowed to include a surcharge to recover its 
renewable investments and above-market cost of PPAs through a 
Renewable Energy Standard and Tariff (“REST”). 

Cross support of debt within UES 

The rating recognizes the position of UNSE and UNSG as subsidiaries of 
UES. UES guarantees the debt at the utilities and their shared credit 
facility. UNSE contributes about 60% of UES’ earnings. Due to the 
cross-support of debt and comparable size, the ratings of UNSE and 
UNSG are expected to remain the same. 

These quotes by Moody’s indicate that the ratings of UNS Electric are: 

Positively impacted by ACC regulations; 

Tied to UNS Gas; and 

Based on consolidated credit profile of UES. 
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Q. 

A. 

Q- 

A. 

Is UNS Electric requesting any regulatory mechanisms that have the effect of 

enhancing the recovery of its investments? 

Yes, it does. UNS Electric has several existing and proposed regulatory mechanisms that 

are beneficial to the Company’s recovery of investments and expenses. 

UNS Electric has had, since its last rate proceeding in 2010, a purchased power and fuel 

adjustment clause (“PPFAC”) that provides for the full recovery of these costs. As noted 

above, Moody’s has indicated that the PPFAC is “credit supportive”. 

In addition, in the present proceeding UNS Electric is requesting approval of two new 

regulatory mechanisms. These are: 

0 

0 

Lost Fixed Cost Recovery Mechanism (“LFCR’); and, 

Transmission Cost Adjustment Mechanism (“TCA”). 

Have the rating agencies commented favorably on the approval and implementation 

of the types of regulatory mechanisms proposed and utilized by UNS Electric? 

Yes, they have. Standard & Poor’s made the following statements in a March 9, 2009 

RatingsDirect report titled “Regulatory Mechanisms Help Smooth Electric Utility Cash 

Flow and Support Ratings”: 

We believe innovative ratemaking techtuques and alternatives to 
traditional base rate case applications and large rate hikes will 
become more critical to the utilities’ ability to maintain cash flow, 
earnings power, and ultimately credit quality. That’s why 
Standard & Poor’s Ratings Services views rate recovery 
mechanisms that allow for the timely adjustment of rates to 
changing commodity prices and other expenses, outside of a 
fully litigated rate proceeding, as beneficial to utility 
creditworthiness. 
[Emphasis added] 
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This view has been reiterated by Moody’s, which made the following statements in a 

June 18, 2010, Special Comment titled “Cost Recovery Provisions Key To Investor 

Owned Utility Ratings and Credit Quality”: 

Moody’s views automatic adjustment clauses, the most common 
of which is for fuel and purchased power, the largest component of 
utility operating expenses, as supportive of utility credit quality 
and important in reducing a utility’s cash flow volatility, 
liquidity requirements, and credit risk. 

Generally, the more of these clauses a utility has in place, the 
stronger its scoring should be on this ratings factor and the lower 
the credit risk. 
[Emphasis added] 

Q. 

A. 

Q. 
A. 

How are UNS Electric’s risks reduced by the current and proposed regulatory 

mechanisms? 

The Company’s risks are significantly reduced by the cited regulatory mechanisms. One 

risk faced by all businesses, including utility companies, is the risk of revenues covering 

all costs. Revenue collections that are volatile andor subject to seasonavweather 

influences often do not match cost causation, resulting in periodic erosion of earnings. 

Should this risk reduction be reflected in a lower cost of equity for UNS Electric? 

Yes. Given the significance of the risk reduction to UNS Electric resulting from these 

riders, I recommend that no more than the mid-point of the cost of equity developed in 

my cost of equity analysis be approved in setting the Company’s cost of capital. 
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VI. 

Q. 

A. 

CAPITAL STRUCTURE AND COST OF DEBT 

What is the importance of determining a proper capital structure in a regulatory 

framework? 

A utility’s capital structure is important because the concept of rate base - rate of return 

regulation requires that a utility’s capital structure be determined and utilized in 

estimating the total cost of capital. Within this framework, it is proper to ascertain 

whether the utility’s capital structure is appropriate relative to its level of business risk 

and relative to other utilities. 

As discussed in Section 111 of my testimony, the purpose of determining the proper 

capital structure for a utility is to help ascertain its capital costs. The rate base - rate of 

return concept recognizes the assets employed in providing utility services and provides 

for a return on these assets by identifjmg the liabilities and common equity (and their 

cost rates) used to finance the assets. In this process, the rate base is derived from the 

asset side of the balance sheet and the cost of capital is derived from the 

liabilities/owners’ equity side of the balance sheet. The inherent assumption in this 

procedure is that the dollar values of the capital structure and the rate base are 

approximately equal and the former is utilized to finance the latter. 

The common equity ratio (i.e., the percentage of common equity in the capital structure) 

is the capital structure item which normally receives the most attention. This is the case 

because common equity: (1) usually commands the highest cost rate; (2) generates 

associated income tax liabilities; and, (3) causes the most controversy since its cost 

cannot be precisely determined. 
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Q. 
A. 

How have you evaluated the capital structure of UNS Electric? 

I have first examined the historic (2004-2013) capital structure ratios of UNS Electric. 

These are shown on Page 1 of Schedule 4. I have summarized below the common equity 

ratios for UNS Electric: 

2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 
2012 
March 31,2013 

Including S-T Debt 
40.3% 
45.2% 
45.0% 
48.0% 
43.8% 
47.5% 
50.2% 
5 1.2% 
52.3% 
51.8% 

Excluding S-T Debt 
40.5% 
45.4% 
45.1% 
48.1% 
43.8% 
47.5% 
50.2% 
5 1.2% 
52.3% 
52.7% 

It is evident that the common equity ratios of UNS Electric have increased significantly 

since 2004. 

Page 2 of Schedule 4 shows the historic capital structure ratios of UNS Energy on a 

consolidated basis. This indicates the following common equity ratios. 

2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 
2012 
March 31,2013 

Including S-T Debt 
3 1.6% 
33.6% 
34.9% 
40.7% 
33.8% 
35.7% 
37.1% 
36.8% 
41.6% 
40.9% 

Excluding. S-T Debt 
31.6% 
33.7% 
35.8% 
41.0% 
34.0% 
36.3% 
37.1% 
36.9% 
41.6% 
41.3% 
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These common equity ratios are somewhat lower than those of UNS Electric. 

Page 3 of schedule 4 shows the December 3 1,2012 capital structures of UNS Energy and 

its utility subsidiaries. UNS Electric and UNS Gas are seen to have higher equity ratios 

than TEP and UNS Energy. 

Q. 

A. 

Q. 
A. 

How do these capital structures compare to those of investor-owned electric 

utilities? 

Schedule 5 shows the common equity ratios (excluding short-term debt in capitalization) 

for the two groups of proxy utilities utilized in my cost of equity analyses. These are: 

Proxy Bulkley 

2008 50.9% 50.4% 
2009 49.1% 48.6% 
2010 50.1% 49.8% 
201 1 50.0% 5 1.5% 
2012 50.5% 52.2% 

Year Group Group 

These common equity ratios for the proxy groups are similar to those of UNS Electric. 

What capital structure ratios has UNS Electric requested in this proceeding? 

The Company requests use of the following capital structure: 

Long-Tern Debt 47.40% 

Common Equity 52.60% 

According to UNS Electric’s filing, this is the test year capital structure of the Company 

at June 30,2012. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

VII. 

Q. 
A. 

What capital structure do you propose to use in this proceeding? 

I use the capital structure ratios as proposed by UNS Electric. 

What is the cost rate of debt in the Company’s application? 

The Company’s filing cites a cost of long-term debt of 5.97 percent. This is represented 

to be the Company’s actual cost at June 30,2012. I also use this cost of long-term debt in 

my cost of capital analyses. 

Can the cost of common equity be determined with the same degree of precision as 

the costs of debt? 

No. The cost rates of debt are largely determined by interest payments, issue prices, and 

related expenses. The cost of common equity, on the other hand, cannot be precisely 

quantified, primarily because this cost is an opportunity cost. There are, however, several 

models which can be employed to estimate the cost of common equity. Three of the 

primary methods - DCF, CAPM, and CE - are developed in the following sections of my 

testimony . 

SELECTION OF PROXY GROUPS 

How have you estimated the cost of common equity for UNS Electric? 

UNS Electric is not a publicly-traded company. UNS Energy, UNS Electric’s parent 

company, is a publicly-traded company. Consequently, it is possible to directly apply 

cost of equity models to UNS Electric. However, it is generally desirable to analyze 

groups of comparison, or “proxy,” companies as a substitute for UNS Electric to 

determine its cost of common equity. 
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I have examined two such groups for comparison to UNS Electric and UNS Energy. I 

have first selected a group of electric utilities similar to UNS Electric and UNS Energy 

using the criteria listed on Schedule 6. 

Second, I have conducted studies of the cost of equity for the proxy group of electric 

utilities selected by UNS Electric’s witness Ann E. Bulkley. 

VIII. 

Q- 
A. 

DISCOUNTED CASH FLOW (“DCF”) ANALYSIS 

What is the theory and methodological basis of the DCF model? 

The DCF model is one of the oldest, as well as the most commonly-used, models for 

estimating the cost of common equity for public utilities. The DCF model is based on the 

“dividend discount model” of financial theory, which maintains that the value (price) of 

any security or commodity is the discounted present value of all future cash flows. 

The most common variant of the DCF model assumes that dividends are expected to 

grow at a constant rate. This variant of the dividend discount model is known as the 

constant growth or Gordon DCF model. In this framework, cost of capital is derived by 

the following formula: 
K = p + g  D 

where: 

K = discount rate (cost of capital) 

P = current price 

D = current dividend rate 

g = constant rate of expected growth 
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Q* 
A. 

Q. 
A. 

This formula essentially recognizes that the return expected or required by investors is 

comprised of two factors: the dividend yield (current income) and expected growth in 

dividends (future income). 

Please explain how you have employed the DCF model. 

I have utilized the constant growth DCF model. In doing so, I have combined the current 

dividend yield for each group of proxy utility stocks described in the previous section 

with several indicators of expected dividend growth. 

How did you derive the dividend yield component of the DCF equation? 

There are several methods that can be used for calculating the dividend yield component. 

These methods generally differ in the manner in which the dividend rate is employed; 

i.e., current versus future dividends or annual versus quarterly compounding of 

dividends. I believe the most appropriate dividend yield component is the version listed 

below: 
Do(l+ 0.5g) Yield = 

Po 

This dividend yield component recognizes the timing of dividend payments and dividend 

increases. 

The PO in my yield calculation is the average (of high and low) stock price for each proxy 

company for the most recent three month period (March-May, 2013). The Do is the 

current annualized dividend rate for each proxy company. 
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Q* 
A. 

How have you estimated the dividend growth component of the DCF equation? 

The dividend growth rate component of the DCF model is usually the most crucial and 

controversial element involved in using this methodology. The objective of estimating 

the dividend growth component is to reflect the growth expected by investors that is 

embodied in the price (and yield) of a company’s stock. As such, it is important to 

recognize that individual investors have different expectations and consider alternative 

indicators in deriving their expectations. This is evidenced by the fact that every 

investment decision resulting in the purchase of a particular stock is matched by another 

investment decision to sell that stock. Obviously, since two investors reach different 

decisions at the same market price, their expectations differ. 

A wide array of indicators exists for estimating the growth expectations of investors. As 

a result, it is evident that no single indicator of growth is always used by all investors. It 

therefore is necessary to consider alternative indicators of dividend growth in deriving the 

growth component of the DCF model. 

I have considered five indicators of growth in my DCF analyses. These are: 

1. 2008-2012 (5-year average) earnings retention, or fundamental growth 
(per Value Line); 

2. 5-year average of historic growth in earnings per share (“EPS”), dividends 
per share (“DPS”), and book value per share (“BVPS”) (per Value Line); 

3. 2013, 2014, and 2016-2018 projections of earnings retention growth (per 
Value Line); 

4. 2010-2012 to 2016-2018 projections of EPS, DPS, and BVPS (per Value 
Line); and 

5. 5-year projections of EPS growth as reported in First Call (per Yahoo! 
Finance). 
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Q. 
A. 

I believe this combination of growth indicators is a representative and appropriate set 

with which to begin the process of estimating investor expectations of dividend growth 

for the groups of proxy companies. I also believe that these growth indicators reflect the 

types of information that investors consider in making their investment decisions. As I 

indicated previously, investors have an array of information available to them, all of 

which should be expected to have some impact on their decision-making process. 

Please describe your DCF calculations. 

Schedule 7 presents my DCF analysis. Page 1 shows the calculation of the “raw” (i.e., 

prior to adjustment for growth) dividend yield for each proxy company. Pages 2 and 3 

show the growth rate for the groups of proxy companies. Page 4 shows the DCF 

calculations, which are presented on several bases: mean, median, and lowhigh values. 

These results can be summarized as follows: 

Composite 
Mean Median 

Mean Median Low High Low High 
Proxy Group 8.5% 8.1% 7.0% 9.7% 5.7% 10.1% 
Bulkley Group 8.0% 7.8% 7.0% 9.0% 6.5% 8.9% 

-~ 

I note that the individual DCF calculations shown on Schedule 7 should not be 

interpreted to reflect the expected cost of capital for the proxy group; rather, the 

individual values shown should be interpreted as alternative information considered by 

investors. The individual DCF calculations also demonstrate how the focus on a single 

growth rate, such as EPS projections, can produce a DCF conclusion that is not reflective 

of a broader perspective of available information. 
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The results in Schedule 7 indicate average (mean and median) DCF cost rates of 7.8 

percent to 8.5 percent. The range of DCF rates (i.e., using the lowest and highest growth 

rates only) is 5.7 percent to 10.1 percent. 

Q. 
A. 

Ix. 
Q. 
A. 

Q. 
A. 

What do you conclude from your DCF analyses? 

This analysis reflects a DCF range of about 5.7 percent to about 10.1 percent for the 

proxy group. This is indicated by the average/mean values for the proxy groups 

examined in the previous analysis. I give less weight to the lower end of the results. I 

believe that 8.5 percent to 10.0 percent reflects the proper DCF cost for UNS Electric. 

This range includes the high mean and median results at the top end and includes the top 

mean and median results as the lower end. 

CAPITAL ASSET PRICING MODEL (“CAPM”) ANALYSIS 

Please describe the theory and methodological basis of the CAPM. 

The CAPM is a version of the risk premium method. The CAPM describes and measures 

the relationship between a security’s investment risk and its market rate of return. The 

CAPM was developed in the 1960s and 1970s as an extension of Modem Portfolio 

Theory (“MPT”), which studies the relationships among risk, diversification, and 

expected returns. 

How is the CAPM derived? 

The general form of the CAPM is: 

K = R, -I- P(R,-R 

where: 
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K = cost of equity 

Rf = risk-free rate 

R, = return on market 

p = beta 

Rm-Rf = market risk premium 

As noted previously, the CAPM is a variant of the risk premium method. I believe the 

CAPM is generally superior to the simple risk premium method because the CAPM 

specifically recognizes the risk of a particular company or industry (Le., beta), whereas 

the simple risk premium method assumes the same risk premium for all companies 

exhibiting similar bond ratings. 

Q. 
A. 

Q. 

A. 

What groups of companies have you utilized to perform your CAPM analyses? 

I have performed CAPM analyses for the same groups of proxy utilities evaluated in my 

DCF analyses. 

Please explain the risk-free rate as used in your CAPM and indicate what rate you 

employed. 

The first term of the CAPM is the risk-free rate (Rf). The risk-free rate reflects the level 

of return that can be achieved without accepting any risk. 

In CAPM applications, the risk-free rate is generally recognized by use of U.S. Treasury 

securities. Two general types of U.S. Treasury securities are often utilized as the Rf 

component - short-term U.S. Treasury bills and long-term U.S. Treasury bonds. 
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I have performed CAPM calculations using the three-month average yield (March-May, 

2013) for 20-year U.S. Treasury bonds. Over this three-month period, these bonds had an 

average yield of 2.69 percent. 

Q. 
A. 

Q. 
A. 

What is beta and what betas did you employ in your CAPM? 

Beta is a measure of the relative volatility (and thus risk) of a particular stock in relation 

to the overall market. Betas of less than 1.0 are considered less risky than the market, 

whereas betas greater than 1.0 are more risky. Utility stocks traditionally have had betas 

below 1.0. I utilized the most recent Value Line betas for each company in the goups of 

proxy utilities. 

How did you estimate the market risk premium component in your CAPM analysis? 

The market risk premium component (Rm-Rf) represents the investor-expected premium 

of common stocks over the risk-fiee rate, or government bonds. For the purpose of 

estimating the market risk premium, I considered alternative measures of returns of the 

S&P 500 (a broad-based group of large U.S. companies) and 20-year U.S. Treasury 

bonds. 

First, I have compared the actual annual returns on equity of the S&P 500 with the actual 

annual yields of U.S. Treasury bonds. Schedule 8 shows the return on equity for the S&P 

500 group for the period 1978-201 1 (all available years reported by S&P). This schedule 

also indicates the annual yields on 20-year U.S. Treasury bonds, as well as the annual 

differentials (Le., risk premiums) between the S&P 500 and U.S. Treasury 20-year bonds. 

Based upon these returns, I conclude that this version of the risk premium is about 6.46 

percent. 
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I have also considered the total returns @.e., dividenddinterest plus capital gainsflosses) 

for the S&P 500 group as well as for the long-term (i-e., 20-year) government bonds, as 

tabulated by Morningstar (formerly Ibbotson Associates), using both arithmetic and 

geometric means. I have considered the total returns for the entire 1926-2012 period, 

which are as follows: 

Arithmetic 
Geometric 

S&P 500 
11.8% 
9.8% 

L-T Gov't Bonds Risk Premium 
6.1% 5.7% 
5.7% 4.1% 

Q. 
A. 

Q. 
A. 

I conclude fi-om tLlls t,at the expectel risk premium is about 5.42 percent (Le., average of 

all three risk premiums). I believe that a combination of arithmetic and geometric means 

is appropriate since investors have access to both types of means and, presumably, both 

types are reflected in investment decisions and thus stock prices and cost of capital. 

What are your CAPM results? 

Schedule 9 shows my CAPM calculations. The results are: 

Mean Median 
Proxy Group 6.8% 6.6% 
Bulldey Group 6.5% 6.5% 

Wh t is your conclusion concerning the CAPM cost of equity? 

The CAPM results collectively indicate a cost of 6.5 percent to 6.8 percent for the groups 

of comparison utilities. I conclude that the CAPM cost of equity for UNS Electric is 6.5 

percent to 6.8 percent. 
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X. 

Q. 
A. 

Q. 

A. 

COMPARABLE EARNINGS (“CE”) ANALYSIS 

Please describe the basis of the CE methodology. 

The CE method is derived from the “corresponding risk” standard of the Bluefield and 

Hope cases. This method is thus based upon the economic concept of opportunity cost. 

As previously noted, the cost of capital is an opportunity cost: the prospective return 

available to investors from alternative investments of similar risk. 

The CE method is designed to measure the returns expected to be earned on the original 

cost book value of similar risk enterprises. Thus, this method provides a direct measure 

of the fair return, because the CE method translates into practice the competitive principle 

upon which regulation is based. 

The CE method normally examines the experienced andor projected returns on book 

common equity. The logic for examining returns on book equity follows from the use of 

original cost rate base regulation for public utilities, which uses a utility’s book common 

equity to determine the cost of capital. This cost of capital is, in turn, used as the fair rate 

of return which is then applied (multiplied) to the book value of rate base to establish the 

dollar level of capital costs to be recovered by the utility. This technique is thus 

consistent with the rate base methodology used to set utility rates. 

How have you employed the CE methodology in your analysis of UNS Electric’s 

common equity cost? 

I conducted the CE methodology by examining realized returns on equity for several 

groups of companies and evaluating the investor acceptance of these returns by reference 

to the resulting market-to-book ratios. In this manner it is possible to assess the degree to 
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which a given level of return equates to the cost of capital. It is generally recognized for 

utilities that market-to-book ratios of greater than one (ie., 100%) reflect a situation 

where a company is able to attract new equity capital without dilution (i.e., above book 

value). As a result, one objective of a fair cost of equity is the maintenance of stock 

prices above book value. 

I would further note that the CE analysis, as I have employed it, is based upon market 

data (through the use of market-to-book ratios) and is thus essentially a market test. As a 

result, my analysis is not subject to the criticisms occasionally made by some who 

maintain that past earned returns do not represent the cost of capital. In addition, my 

analysis uses prospective returns and thus is not confined to historical data. 

Q. 
A. 

What time periods have you examined in your CE analysis? 

My CE analysis considers the experienced equity returns of the proxy groups of utilities 

for the period 1992-2012 (ie., the last twenty-one years). The CE analysis requires that I 

examine a relatively long period of time in order to determine trends in earnings over at 

least a full business cycle. Further, in estimating a fair level of return for a future period, 

it is important to examine earnings over a diverse period of time in order to avoid any 

undue influence from unusual or abnormal conditions that may occur in a single year or 

shorter period. Therefore, in forming my judgment of the current cost of equity I have 

focused on three periods: 2009-2012 (the current business cycle), 2002-2008 (the recent 

business cycle) and 1992-2001 (the prior business cycle). 
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Q. 
A. 

Q. 
A. 

Please describe your CE analysis. 

Schedules 10 and 11 contain summaries of experienced returns on equity for several 

groups of companies, while Schedule 12 presents a risk comparison of utilities versus 

unregulated f m s .  

Schedule 10 shows the earned returns on average c o r n o n  equity and market-to-book 

ratios for the groups of proxy utilities. These can be summarized as follows: 

Proxy Bulkley 
Group Group 

Historic ROE 
Mean 
Median 

Historic MA3 
Mean 
Median 

Mean 
Median 

Prospective ROE 

7.7-1 1.8% 8.5-1 1.6% 
7.2-1 1.7% 8.5-1 1.9% 

1 19- 154% 125-159% 
13 1- 156% 12 1-160% 

8.6-9.3% 8.8-9.4% 
9.0-9.3% 8.8-9.0% 

These results indicate that historic returns of 7.2 percent to 11.9 percent have been 

adequate to produce market-to-book ratios of 119 percent to 160 percent for the groups of 

proxy utilities. Furthermore, projected returns on equity for 2013, 2014 and 2016-2018 

are within a range of 8.6 percent to 9.4 percent for the utility groups. These relate to 

2012 market-to-book ratios of 135 percent or higher. 

Have you also reviewed earnings of unregulated firms? 

Yes. As an alternative, I also examined a group of largely unregulated firms. I have 

examined the Standard & Poor’s 500 Composite group, since this is a well-recognized 

group of firms that is widely utilized in the investment community and is indicative of the 
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competitive sector of the economy. Schedule 11 presents the earned returns on equity 

and market-to-book ratios for the S&P 500 group over the past twenty years. As this 

Schedule indicates, over the three periods, this group’s average earned returns ranged 

fi-om 12.4 percent to 14.7 percent with market-to-book ratios ranging between 201 

percent and 341 percent. 

Q. 

A. 

Q. 
A. 

How can the above information be used to estimate the cost of equity for UNS 

Electric? 

The recent earnings of the proxy utility and S&P 500 groups can be utilized as an 

indication of the level of return realized and expected in the regulated and competitive 

sectors of the economy. In order to apply these returns to the cost of equity for proxy 

utilities, however, it is necessary to compare the risk levels of the utility industry with 

those of the competitive sector. I have done this in Schedule 12, which compares several 

risk indicators for the S&P 500 group and the utility groups. The mformation in this 

schedule indicates that the S&P 500 group is more risky than the utility proxy groups. 

What return on equity is indicated by the CE analysis? 

Based on the recent earnings and market-to-book ratios, I believe the CE analysis 

indicates that the cost of equity for the proxy utilities is no more than 9.0 percent to 9.5 

percent. Recent returns of 7.2 percent to 11.9 percent have resulted in market-to-book 

ratios of 119 and greater. Prospective returns of 8.6 percent to 9.4 percent result in 

anticipated market-to-book ratios of over 135 percent, again with the higher returns being 

associated with much higher market-to-book ratios. As a result, it is apparent that returns 

below this level would result in market-to-book ratios of well above 100 percent. An 

earned return of 9.0 percent to 9.5 percent should thus result in a market-to-book ratio of 
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over 00 percent. As I indicated earlier, the fact that market-to-book ratios substantially 

exceed 100 percent indicates that historic and prospective returns of over 10 percent 

reflect earnings levels that exceed the cost of  equity for those regulated companies. 

Please also note that my CE analysis is not based on a mathematical formula approach, as 

are the DCF and CAPM methodologies. Rather, it is based on recent trends and current 

conditions in equity markets. Further, it is based on the direct relationship between 

returns on common stock and market-to-book ratios of common stock. In utility rate 

setting, a fair rate of return is based on the utility’s assets (i.e., rate base) and the book 

value of the utility’s capital structure. As stated earlier, maintenance of a financially 

stable utility’s market-to-book ratio at loo%, or a bit higher, is fully adequate to maintain 

the utility’s financial stability. On the other hand, a market price of a utility’s common 

stock that is 150 percent or more above the stock’s book value is indicative of earnings 

that exceed the utility’s reasonable cost of capital. Thus, actual or projected earnings do 

not directly translate into a utility’s reasonable cost of equity. Rather, they must be 

viewed in relation to the market-to-book ratios of the utility’s common stock. 

My 9.0 percent to 9.5 percent CE recommendation is not designed to result in market-to- 

book ratios as low as 1.0 for UNS Electric. Rather, it is based on current market 

conditions and the proposition that ratepayers should not be required to pay rates based 

on earnings levels that result in excessive market-to-book ratios. 
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XI. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

RETURN ON EQUITY RECOMMENDATION 

Please summarize the results of your three cost of equity analyses. 

My three methodologies produce the following: 

Discounted Cash Flow 
Range Mid-Point 

8.5-10.0% 9.25% 
Capital Asset Pricing Model 6.5-6.8% 6.65% 
Comparable Earnings 9.0-9.50% 9.25% 

What is your cost of equity recommendation for UNS Electric? 

I recommend a broad cost of equity of 8.5 percent to 10.0 percent for UNS Electric. This 

range contains the results of two of my three cost of equity model results (Le., DCF 8.5- 

10.0% and CE 9.0-9.5%). Within this range, I recommend a 9.25 percent level. 

It appears that your CAPM results are somewhat lower than your DCF results. 

Does this indicate that the CAPM results should not be considered at this time? 

No. It is apparent that the CAPM results are less than the DCF and CE results. There are 

two reasons for the lower CAPM results. First, risk premiums are lower currently than 

was the case in prior years. This is also reflective of a decline in investor expectations of 

equity returns and risk premiums. Second, the level of interest rates on U.S. Treasury 

bonds (i.e., the risk free rate) has been lower in recent years. This is partially the result of 

the actions of the Federal Reserve System to stimulate the economy. This also impacts 

investor expectations of return in a negative fashion. I note, that initially, investors may 

have believed that the decline in Treasury yields was a temporary factor that would soon 

be replaced by a rise in interest rates. However, this has not been the case as interest 

rates have remained low and continued to decline for the past four-plus years. As a 

result, it cannot be maintained that lower interest rates (and low CAPM results) are 
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temporary and do not reflect investor expectations. Consequently, the CAPM results 

should be considered as one factor in determining the cost of equity for UNS Electric. At 

the very least, the CAPM results indicate the capital costs continue at hstorically low 

levels and that UNS Electric’s cost of equity is less than in prior years. 

XII. 

Q. 
A. 

Q. 

A. 

TOTAL COST OF CAPITAL 

What is the total cost of capital for UNS Electric? 

Schedule 1 reflects the total cost of capital for the Company using UNS Electric’s 

proposed capital structure and cost of debt along with the range of common equity costs 

that my analyses support. The resulting total cost of capital is a range of 7.56 percent to 

7.83 percent. I recommend that a 7.70 percent total cost of capital be established for 

UNS Electric. 

Does your cost of capital recommendation provide the Company with a sufficient 

level of earnings to maintain its financial integrity? 

Yes, it does. Schedule 13 shows the pre-tax coverage that would result if UNS Electric 

earned my cost of capital recommendation. As the results indicate, my recommended 

range would produce a coverage level within the benchmark range for an A rated utility. 

In addition, the debt ratio (which reflects the Company’s proposed capital structure) is 

within the benchmark for an A rated utility. 
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XIII. 

Q. 

A. 

COMMENTS ON COMPANY TESTIMONY 

Have you reviewed the testimony and cost of capital recommendation of UNS 

Electric witness Ann E. Bulkley? 

Yes, I have. Ms. Bulkley is recommending cost of equity for UNS Electric of 10.30 

percent to 10.75 percent, with a specific recommendation of 10.50 percent. 

Ms. Bulkley's 10.50 percent cost of common equity recommendation is derived as 

follows : 

Constant Growth DCF 
Mean Low Mean Mean High 

30-Day Average Price 9.00% 10.55% 12.81% 
90-Day Average Price 8.97% 10.51% 12.78% 
180-Day Average Price 9.06% 10.61% 12.88% 

Median Low Median Median High 
30-Day Average Price 9.47% 10.57% 11.54% 
90-Day Average Price 9.42% 10.53% 11.53% 
180-Day Average Price 9.52% 10.63% 1 1.64% 

Multi-Stage DCF 
Mean Low Mean Mean High 

30-Day Average Price 9.93% 10.38% 11.19% 
90-Day Average Price 9.89% 10.35% 11.15% 

1 1.28% 180-Day Average Price 9.99% 10.45% 

30-Day Average Price 
90-Day Average Price 
180-Day Average Price 

Median Low Median Median High 
9.93% 10.2 1% 10.81% 
9.84% 10.15% 
9.92% 10.26% 

10.74% 
10.81% 

Capital Asset Pricing Model 
20 12-20 14 2014-201 8 

Bloomberg Beta 
Value Line Beta 

Current Risk- Projected Risk- Projected Risk- 
Free' Rate Free Rate Free Rate 
(2.87%) (3.15%) (5.10%) 
9.87% 9.95% 10.53% 
10.03% 10.11% 10.66% 
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Bond Yield Plus Risk Premium 
2012-2014 2014-2018 

Current Risk- Projected Risk- Projected Risk- 
Free Rate Free Rate Free Rate 
(2.87%) (3.15%) (5.1 0%) 

Bond Yield Plus Risk Premium 10.01% 10.12% 10.86% 

Q. 

A. 

Q. 
A. 

Do you have any general comments about Ms. Bulkley’s testimony and conclusions? 

Yes, I do. Ms. Bulkley’s testimony significantly over-states the cost of capital for UNS 

Electric. Each of her methods, and virtually all of the inputs used in her methods, is 

systematically biased upward in a manner that significantly inflates her return on equity 

conclusions. 

What are your disagreements with Ms. Bulkley’s constant growth DCF analyses? 

Ms. Bulkley’s constant growth DCF analyses are based on 30-day, 90-day and 180-day 

average stock prices for the periods ending November 16,2012, annualized dividends per 

share as of November 16,2012 and the average of Value Line, First Call and Zack’s EPS 

projections. Her DCF analyses are applied to her group of fourteen electric utilities. 

Even though Ms. Bulkley purports to examine three alternative growth rates in her 

constant growth DCF analyses, in reality each of the three focuses on a single statistic: 

analysts’ forecasts of EPS. As a result, all of Ms. Bulkley’s constant growth rates focus 

exclusively on EPS forecasts and exclude everything else. 
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Q. 
A. 

Why is it improper to rely exclusively on EPS forecasts in a DCF analysis? 

There are several reasons why it is not appropriate to rely exclusively on analysts’ 

forecasts in a DCF context. First, it is not realistic to believe that investors rely 

exclusively on a single factor, such as analysts’ forecasts, in making their investment 

decisions. Investors have an abundance of available information to assist them in 

evaluating stocks; EPS forecasts are only one of many such statistics. 

Second, Value Line - one of Ms. Bulkley’s sources of EPS projections - publishes both 

historic and forecasted data, as well as ratios, for a large number of publicly-traded 

companies. Presumably, both types of information are published for the consideration of 

its subscribershnvestors. Yet, Ms. Bulkley considers only one factor -- the forecast 

version of EPS in her analyses. 

Third, the vast majority of information available to investors, by both individual 

companies in the form of annual reports and offering circulars, and by investment 

publications such as Value Line, is historic data. It is neither realistic nor logical to 

maintain that investors only consider projected (estimated) data to the exclusion of 

historic (actual) data. 

Fourth, there have been a number of academic studies that indicate that analysts’ 

forecasts .have been overly-optimistic in the past. See, for example, a 1998 article in 

Financial Analysts Journal, Vol. 54, No. 6 ,  Nov./Dec. 1998, 35-42, titled “Why So Much 

Error In Analysts’ Earnings Forecasts?” by Vijay Kumer Chopra. In this article, the 

author concludes “Analysts’ forecasts of EPS and growth in EPS tend to be overly 

optimistic.” He reasons that analysts’ forecasts of EPS over the past 13 years have been 
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more than twice the actual growth rate. Investors are aware of the propensity of analysts 

to over-estimate EPS forecasts. In addition, the presumption that investors rely only on a 

single projection, as was made by.Ms. Bulkley, implies that investors are unsophisticated 

and unable to make their own decisions. This also is not realistic. 

Fifth, the experience over the past several years should be a clear signal to investors that 

analysts cannot accurately predict EPS levels. Few, if any, analysts predicted the decline 

in security prices in the tech market crash of 2000-2002, as well as the financial crisis of 

2008 and 2009.’ Thus, relying only on forecasted EPS levels, while ignoring historic 

EPS levels, cannot and will not produce accurate results. 

In summary, investors are now very much aware of recent inabilities of security analysts 

to accurately predict EPS growth. These problems clearly call into question the reliance 

on analysts’ forecasts as the only source of growth in a DCF context. As a result, the 

landscape has changed in recent years and investors have ample reasons to doubt the 

reliability of such forecasts at the present time. In light of the above, it is problematic to 

rely exclusively on such forecasts in determining the cost of equity for UNS Electric. 

Q. 

A. 

Are you aware of any recent analyses and comments on the accuracy of analysts’ 

forecasts? 

Yes, I am. A 2010 study by McKinsey & Company, titled, “Equity Analysts: Still Too 

Bullish” concludes that “after almost a decade of stricter regulation, analysts’ earnings 

forecasts continue to be excessively optimistic.” I have attached a copy of this study as 

Schedule 14. The significance of this study, as well as the points I raised previously, is 

As demonstration of this, see “Security Analysts and their Recommendations,” 
(http ://this matter. codmone ylstockdvaluatiodsecurity-anal ysts . htm) . 
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that investors should be hesitant to rely exclusively on analysts’ forecasts in malung 

investment decisions. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Please now turn to Ms. Bulkley’s second DCF analysis. 

Ms. Bulkley’s second DCF model, which is a multi-stage DCF analysis, also relies 

exclusively on EPS projections as the short-term growth rate. As such, it is subject to the 

same over-statements as her constant growth DCF. In addition, her long-term growth 

rate relies on the 5.55 percent GDP projections as the DCF growth rate. As such, it also 

results in an over-statement of the DCF cost of equity. 

’ 

What is the source of this 5.55 percent GDP figure? 

According to Ms. Bulkley’s testimony on page 20, this 5.55 percent GDP growth is based 

on the historic growth of GDP from 1929 to 201 1 , plus a projected inflation rate. 

Is there anything inconsistent with Ms. Bulkley’s use of historic GDP growth in her 

DCF analyses? 

Yes, there is. All of Ms. Bulkley’s growth rates in her constant growth DCF analyses 

(i.e., EPS growth) reflect projections of future growth. On the other hand, Ms. Bulkley 

only uses historic GDP rates in her GDP growth input. Apparently, Ms. Bulkley believes 

it is not proper to use historic growth rates of financial indicators (i.e., EPS growth), but it 

is proper to use only historic growth rates in her GDP input. 

Are you aware of any projections of GDP growth? 

Yes, I am. There are at least two sources of projections of GDP growth. These are: 

0 Social Security Administration (SSA), and 
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0 Energy Information Administration (EM). 

The two organizations cited above are US. government-sponsored organizations. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

What are the projections of GDP growth by these two organizations? 

The projections of GDP growth by these two organizations are: 

SSA - 2010-2085 - 4.6% (see Schedule 15) 

EIA - 2008-2035 - 4.4% (see Schedule 15) 

Each of these projections is about 100 basis points below the 5.55 percent GDP figure 

used by Ms. Bulkley. 

Would it be more appropriate to use historic or projected growth rates of GDP in a 

DCF analysis such as that being used by Ms. Bulkley? 

It would be appropriate to use projections of GDP growth, since Ms. Bulkley is using 

projections of the other growth rate indicators. 

Is it reasonable to believe that investors would expect GDP growth to be 5.55 

percent, in spite of much lower projections by the U.S. government forecasting 

organizations? 

No, it is not. It would be expected that the government’s forecasts of GDP would be 

considered by investors as the most unbiased and reliable estimate. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Are you aware of any utility regulatory agencies that utilize GDP growth as a 

component in a DCF analysis? 

The only regulatory agency of which I am aware that directly and formally uses GDP 

growth in a DCF context is the Federal Energy Regulatory Commission (“FERC”). The 

FERC regularly uses a two-stage DCF model in establishing the cost of equity for 

interstate natural gas pipelines. The first stage of the FERC two-stage DCF model is 5- 

year EPS forecasts, while the second stage is GDP projections for 6-25+ years into the 

future. 

How much weight does FERC give to the GDP growth rate in its two-stage DCF 

model? 

Thirty-three percent. 

Are you aware of any regulatory agencies that use historic GDP growth in a DCF 

context? 

No, not in the same context as Ms. Bulkley does. 

Do you agree with Ms. Bulkley’s risk premium component of the CAPM? 

No. Ms. Bulkley’s CAPM analysis utilizes a risk premium that is based on the “expected 

return on the S&P 500 Index” using a constant growth DCF analysis (12.85%) and three 

measures of the risk free rate (two of which are projections of interest rates). She thus 

derives three risk premium values: 

Current interest rate (2.90%) 9.98% 

Short-Term projected interest rate (3.15%) 9.75% 

Longer-Term projected interest rate (5.10%) 7.75% 
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Each of these greatly exceeds the long-term experience (e.g., 1929 to present) of 

investment return differential between common stocks and government bonds, as I 

described earlier in my testimony. Over this period, risk premiums have averaged less 

than 6 percent. Ms. Bulkley offered no evidence or rational to explain why investors 

would expect such a large increase in risk premiums over historic levels. Again, Ms. 

Bulkley chooses data that produce higher and excessive results. 

Q. 
A. 

Do you have any responses to Ms. Bulkley’s risk premium analyses? 

Yes. Ms. Bulkley’s risk premium approach compares the allowed ROES for electric 

utilities and 30-Year U.S. Government Bond yields over the period 1992 through 2012. 

She then performs a regression analysis to develop an expected relationship between 30- 

year U.S. Government Bond yields and the cost of equity for electric utilities. She 

applies this regression result to the three levels of 30-year U.S. Treasury Bonds and 

correspondingly arrives at her 10.01-1 0.86 percent conclusion. 

It is apparent from Ms. Bulkley’s E h b i t  AEB-6 that the preponderance of decisions 

since 2005 are well below the 10.50 percent return on equity she is recommending in this 

proceeding. Not since the fourth quarter of 2009 has the average ROE award been as 

high as 10.5 percent. 
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xzv. 
Q* 

A. 

Q. 

A. 

Q. 

A. 

FAIR VALUE RATE BASE COST OF CAPITAL 

What is your understanding of UNS Electric’s position on the issue of fair value rate 

base (“FVRB”) and related cost of capital implications? 

It is my understanding that UNS Electric is requesting that a 6.71 percent cost of capital 

be applied to the level of its FVFU3. This 6.71 percent return incorporates a 1.61 percent 

cost rate of the “fair value increment” as well as a 10.5 percent cost of equity. 

What is your understanding of the Commission’s procedure for utilizing the fair 

value of rate base in setting utility rates? 

My “non-legal understanding” is that the Commission must consider the fair value of a 

utility’s assets in setting rates. However, I do not agree that this implies that the 

Company’s cost of capital must be applied to the fair value of the rate base. 

Are you aware that in 2008 the Commission conducted a “remand” hearing on the 

issue of regulatory treatment of FVRB for Chaparral City Water Company? 

Yes, I am. In January of 2008, the Commission conducted a public hearing in response 

to a remand by the Anzona Appeals Court (Appeals No. CA-CC 05-002) decision3 in 

Chaparral City Water Company (Docket No. W-02113A-04-0616). The purpose of this 

hearing was to determine the appropriate cost of capital to be applied to an Arizona 

utility’s fair value rate base. The Commission’s Decision No. 70441 in this proceeding 

established a FVROR by subtracting the inflation rate from the cost of equity. 

CA-CC 05-0002, Memorandum Decision dated February 13,2007. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of David C. Parcel1 
Docket No. E-04204A-12-0504 
Page 49 

Q* 
A. 

Q. 

A. 

What is your understanding of the use of FVRB in Arizona? 

My “non-legal understanding” is based in part on the 2006 Arizona Court of Appeals in 

the Chaparral City case that indicates that the Court agreed with the Commission that 

“the cost of capital analysis ‘is geared to concepts of original cost measures of rate base, 

not fair value measures of rate base . . . .” The decision goes on to make the following 

statement: “If the Commission determines that the cost of capital analysis is not the 

appropriate methodology to determine the rate of return to be applied to the FVRB, the 

Commission has the discretion to determine the appropriate methodology.” It is 

correspondingly the purpose of this section of my testimony to recommend an 

“appropriate methodology” for use in conjunction with a FVRB. 

Do you have any observations based upon your own experience in cost of capital 

determination, as to whether a cost of capital developed for application to an 

original cost rate base is consistent with a FVRB? 

Yes, I do. It is my personal experience, based upon over 40 years of providing cost of 

capital testimony, that the concept of cost of capital is designed to apply to an original 

cost rate base. This is the case since the cost of capital is derived from the 

liabilitiedowners’ equity side of a utility’s balance sheet using the book values of the 

capital structure components. The cost of capital, once determined, is then applied to 

(ie., multiplied by) the rate base, which is derived from the asset side of the balance sheet 

(i.e., OCRB). From a financial perspective, the rationale for this relationship is that the 

rate base is financed by the capitalization. Under this relationship, a provision is 

provided for investors (both lenders and owners) to receive a return on their invested 

capital. Such a relationship is meaningful as long as the cost of capital is applied to the 
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Q. 

A. 

Q. 

A. 

original cost (Le., book value) rate base, because there is a matching of rate base and 

capitalization. 

When the concept of fair value rate base is incorporated, however, this link between rate 

base and capital structure is broken. The amount of fair value rate base that exceeds 

original cost rate base is not financed with investor-supplied funds and, indeed, is not 

financed at all. As a result, a customary cost of capital analysis cannot be automatically 

applied to the fair value rate base since there is no financial link between the two 

concepts. In my “non-legal” opinion, both the Commission and Appeals Court have also 

recognized this lack of compatibility between a customary Weighted Cost of Capital 

(“WCOC”) analysis and FVRB. 

Why is it important that there be a link between the concepts of rate base and cost 

of capital? 

This link is important since financial theory indicates that investors should be provided 

an opportunity to earn a return on the capital they provided to the utility. Since the 

capital finances the rate base (in an original cost world), the link between cost of capital 

and rate base satisfies this financial objective. 

Based on your experience as a cost of capital witness over the past 40 years, do you 

have a suggestion as to how to account for the use of a FVRB in setting rates for 

UNS Electric? 

Yes, I do. Since the increment between the FVRB and OCRB is not financed with 

investor-supplied funds, it is logical and appropriate, from a financial standpoint, to 

assurne that this increment has no financing cost. As a result, the cost of capital, through 
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the capital structure, can be modified to account for a level of cost-free capital in an equal 

dollar amount to the increment of FVRB over the OCRB. Such a procedure would still 

provide for a return being earned on all investor-supplied funds and would thus be 

consistent with financial standards. 

Q. 
A. 

Q. 

A. 

Have you made such a proposal in this proceeding? 

Yes, I have. As is shown below, I have developed a capital structure and FVROR that 

applies to UNS Electric’s FVRB. 

Fair 
Value 

Item Percent 1/ cost Return 
Long-term Debt 35.65% 5.97% 2.13% 
Common Equity 3 9.56% 9.25% 3.66% 
FVRB Increment 24.80% 0.00% 0.00% 
Total FVRB Capital 100.00% 5.79% 
- 1/ As developed in Testimony of Commission Staff Witness Ralph Smith. 

Applying this 5.79 percent to the FVRB provides for a return on all investor-supplied 

capital and is therefore an appropriate rate to apply to the FVRB fiom a financial and 

economic standpoint. As such, it provides for an appropriate fair value rate of return to 

be applied to a FVRl3. 

Have you developed an alternative method with which to apply a FVROR to a 

FVRB? 

Yes, I have. Should the Commission determine that there should be a specific return 

(greater than zero) applied to the FVRB Increment, I have provided such a procedure. 
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Q. 

A. 

Q. 
A. 

Why is it necessary to add a return on only the portion of FVRB that exceeds the 

OCRB? 

The WCOC authorized by the Commission has already provided for a full cost of equity 

return and cost of debt on the portions of equity and debt capital that are supporting the 

OCRB portion of the FVRB. As a result, there is no need to provide any additional 

return on the portions of FVRB supported by common equity and debt. 

Stated differently, both the cost of debt and the return on common equity (i.e., capital 

stock, paid-in capital, and retained earnings - the investment of common shareholders) 

are already provided for in a traditional WCOC. Only the portion of the FVRB that 

exceeds OCRB (“Fair Value Increment”) needs to have a specific return identified in 

order to reflect a return component on that Fair Value Increment. 

What is the proper cost rate to apply to the fair value increment? 

As I indicated previously, from a financial perspective, it should not be necessary to 

provide for any return on the Fair Value Increment since this is not investor-supplied 

capital. However, I recognize that the Commission might choose to evaluate this issue 

from both a financial and a public policy perspective. I a m  aware that UNS Electric may 

claim that the concept of fair value carries with it the notion that investors should receive 

some benefit when fair value is greater than original cost and should suffer some 

detriment when fair value is less than original cost. It is possible that the Commission 

may determine that Arizona’s fair value provision, which is somewhat unique, is not 

inconsistent with these concepts. Nonetheless, the idea that the Company should receive 

some benefit from the Fair Value Increment does not mean that one should automatically 

apply to the FVRB a WCOC developed by reference to original cost rate base. If it is 
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apply to the FVRB a WCOC developed by reference to original cost rate base. If it is 

determined that it is desirable to provide an additional (non-zero) return on the Fair Value 

Increment, the proper return should be no larger than the real (i.e., after inflation is 

removed) risk-fiee rate of return. 

Q* 
A. 

Q. 
A. 

What is the risk-free return? 

The risk-free return is, in financial terms, the return on an investment that carries little or 

no risk. Risk-fiee investments are universally defined as U.S. Treasury Securities, with 

short-term maturities usually being used as the risk-free rate. Over the past several 

months, various maturities of U.S. Treasury securities have yielded from about 0.10 

percent (short-term) to 3.2 percent (long-term) in nominal terms. I also note that 2013- 

2014 forecasts of U.S. Treasury securities are about 0.1 percent to 3.6 percent with most 

of the forecasts being at or below 3.0 percent. As a result, I use 3.0 percent as the 

nominal risk-free rate. 

What is the “real” risk-free rate? 

The concept of real risk-free rates involves the removal of the rate of inflation from the 

nominal risk-free rate. In 2012, the rate of inflation, as measured by the Consumer Price 

Index (“CPI”), was 1.7 percent. Forecasts of the CPI for 2013-2014 are about 1.5 percent 

to 2.3 percent. As a result, I propose to use a 2.0 percent inflation rate (the approximate 

mid-point) for computing the real risk-free rate, which is computed as follows: 

Nominal Risk-Free Rate 3.0% 

Less: Inflation Rate 2.0% 

Equals: Real Risk-Free Rate 1 .O% 
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Q. 

A. 

Q. 

A. 

Please explain why UNS Electric’s FVROR should consider the real risk-free rate, 

as opposed to the nominal risk-free rate. 

The investors of UNS Electric are already receiving an inflation factor due to the 

inclusion of inflation in the FVRB Increment. Specifically, the Fair Value Increment 

incorporates d a t i o n  by considering the current value of assets, which reflect, in part, 

past inflation. It would be double-counting to also include the inflation components in 

the return to be applied to the FVRB Increment. 

What return on the fair value increment do you recommend in your alternative 

FVROR proposal? 

My alternative FVROR proposal incorporates a return on the Fair Value Increment with a 

maximum value of 1.0 percent, as developed above. However, I wish to emphasize that 

this 1.0 percent value is the maximum value that could be applied to the FVRB 

Increment. In reality, any value between zero percent and 1.0 percent could be used as 

the cost rate on the FVRB Increment. As I stated above, this Fair Value Increment return 

is in addition to the return that the Company’s investors already earn on their investment 

in the Company. In this sense, an above-zero cost rate for the fair value increment 

represents a bonus to the Company that would have to find its justification in policy 

considerations instead of in pure economic or financial principles; for that reason, the 

selection of an appropriate cost rate within this range should fall to the Commission’s 

discretion. I would propose the mid-point of this range, or 0.50 percent. 
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Q. 
A. 

Q. 

A. 

What is the resulting impact of your alternative proposal in this proceeding? 

I am proposing the following modified FVROR for UNS Electric: 

Capital Item Percent cost Return 
Long-term Debt 35.65% 5.97% 2.13% 
Common Equity 39.56% 9.25% 3.66% 
FVRB Increment 24.80% 0.50% 0.12% 
Total 100.00% 5.91% 

As shown in the above table, this alternative proposal provides for a non-zero return on 

the Fair Value Increment of UNS Electric, and provides for an overall fair value rate of 

return of 5.91 percent on the FVRB. 

What is your understanding of how the two FVROR options you have developed 

will be used in the development of the Staffs revenue requirement 

recommendations? 

As I indicated above, I have developed two FVROR calculations - Option 1 that includes 

a zero percent return on the FVRB increment (5.79% FVROR) and Option 2 that includes 

a 0.50 percent return on the FVRB increment (5.91% FVROR). The Staff revenue 

requirement, as developed in the Direct Testimony of Ralph Smith, calculates an 

“Equivalent ROE on OCRB” for each of these options. The Equivalent ROE for Option 

1 is 9.25 percent, which matches the mid-point of my return on equity range and my 

specific return on equity recommendation. The Equivalent ROE for Option 2 is 9.56 

percent, which is above my return on equity range. Staffs revenue requirement 

recommendation is based on a FVROR of 5.81 percent, which equates to a 9.30 percent 

ROE that is within my recommended range. 
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Q. 

A. Yes, it does. 

Does this conclude your direct testimony? 
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oil pipelines, trucks, taxicabs and railroads. Analyses have been presented before the 
Federal Energy Regulatory Commission and Alaska Pipeline Commission in rate 
proceedings. Served as a consultant to the Rail Services Planning Office on the 
reorganization of rail services in the U.S. 

Economic Loss Analyses -- Testified in federal courts, state courts, and other adjudicative 
forums regarding the economic loss sustained through personal and business injury 
whether due to bodily harm, discrimination, non-performance, or anticompetitive 
practices. Testified on economic loss to a commercial bank resulting from publication of 
adverse information concerning solvency. Testimony has been presented on behalf of 
private individuals and business firms. 

MEMBERSHIPS 

American Economic Association 
Virginia Association of Economists 
Richmond Society of Financial Analysts 
Financial Analysts Federation 
Society of Utility and Regulatory Financial Analysts 

Board of Directors 1992-2000 
SecretaqdTreasurer 1994-1 998 
President 1998-2000 

RESEARCH ACTIVITY 

Books and Maior Research Reports 

"Stock Price As An Indicator of Performance," Master of Arts Thesis, Virginia Tech, 
1970 

"Revision of the Property and Casualty Insurance Ratemaking Process Under Prior 
Approval in the Commonwealth of Virginia," prepared for the Bureau of Insurance of the 
Virginia State Corporation Commission, with Charles Schotta and Michael J. Ileo, 1971 
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"An analysis of the Virginia Consumer Finance Industry to Determine the Need for 
Restructuring the Rate and Size Ceilings on Small Loans in Virginia and the Process by 
which They are Governed," prepared for the Virginia Consumer Finance Association, 
with Michael J. Ileo, 1973 

State Banks and the State Corporation Commission: A Historical Review, Technical 
Associates, Inc., 1974 

"A Study of the Implications of the Sale of Wine by the Virginia Department of 
Alcoholic Beverage Control", prepared for the Virginia Wine Wholesalers Association, 
Virginia Retail Merchants Association, Virginia Food Dealers Association, Virginia 
Association of Chain Drugstores, Southland Corporation, and the Wine Institute, 1983. 

"Performance and Diversification of the Blue Cross/Blue Shield Plans in Virginia: An 
Operational Review", prepared for the Bureau of Insurance of the Virginia State 
Corporation Commission, with Michael J. Ileo and Alexander F. Slurpan, 1988. 

The Cost of Capital - A Practitioners' Guide, Society of Utility and Regulatory Financial 
Analysts, 1997 (previous editions in 1991, 1992, 1993, 1994, and 1995). 

Papers Presented and Articles Published 

"The Differential Effect of Bank Structure on the Transmission of Open Market 
Operations," Western Economic Association Meeting, with Charles Schotta, 197 1 

"The Economic Objectives of Regulation: The Trend in Virginia," (with Michael J. Ileo), 
William and Mary Law Review, Vol. 14, No. 2, 1973 

"Evolution of the Virginia Banking Structure, 1962-1974: The Effects of the Buck- 
Holland Bill", (with Michael J. Ileo), William and Mary Law Review, Vol. 16, No. 3, 
1975 

"Banking Structure and Statewide Branching: The Potential for Virginia", William and 
Maw Law Review, Vol. 18, No. 1, 1976 

"Bank Expansion and Electronic Banking: Virginia Banking Structure Changes Past, 
Present, and Future," William and Mary Business Review," Vol. 1, No. 2, 1976 

"Electronic Banking - Wave of the Future?" (with James R. Marchand), Journal of 
Management and Business Consulting, Vol. 1, No. 1 , 1976 
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'The Pricing of Electricity" (with James R. Marchand), Journal of Management and 
Business Consulting, Vol. 1, No. 2, 1976 

"The Public Interest - Bank and Savings and Loan Expansion in Virginia" (with Richard 
D. Rogers), University of Richmond Law Review, Vol. 11, No. 3, 1977 

"When Is It In the 'Public Interest' to Authorize a New Bank?", University of Richmond 
Law Review, Vol. 13, No. 3, 1979 

"Banking Deregulation and Its Implications on the Virginia Banking Structure," William 
and Mary Business Review, Vol. 5, No. 1 , 1983 

T h e  Impact of Reciprocal Interstate Banking Statutes on The Performance of Virginia 
Bank Stocks", with William B. Harrison, Virginia Social Science Journal, Vol. 23, 1988 

"The Financial Performance of New Banks in Virginia", Virginia Social Science Journal, 
Vol. 24, 1989 

"Identifying and Managing Community Bank Performance After Deregulation", with 
William B. Harrison, Journal of Managerial Issues, Vol. 11, No. 2, Summer 1990 

"The Flotation Cost Adjustment To Utility Cost of Common Equity - Theory, 
Measurement and Implementation," presented at Twenty-Fifth Financial Forum, National 
Society of Rate of Return Analysts, Philadelphia, Pennsylvania, April 28, 1993. 

Biography of Myon Edison Bristow, Dictionary of Virginia Biography, Volume 2,2001. 
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U N S  ELECTRIC I N C  
TOTAL COST OF CAPITAL 

TEST YEAR ENDED J U N E  30,2012 

Item Percent cost Weighted Cost 

Long-Term Debt 47.40% 5.97% 2.83% 

Common Equity 52.60% 9.00% - 9.50% 4.73% - 5.00% 

Total 100.00% 7.56% 7.83% 

7.70% With 9.25% ROE 
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ECONOMIC INDICATORS 

Real industrial Unemploy- 
GDP* Production rnent Consumer Producer 

Year Growth Growth Rate Price Index Price Index 

1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

1983 
1984 
1985 
1986 
1987 
1988 

. 1989 
1990 
1991 

1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 

2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 

201 0 
201 1 
2012 

-1.1% 
5.4% 
5.5% 
5.0% 
2.8% 
-0.2% 
1.8% 
-2.1% 

4.0% 
6.8% 
3.7% 
3.1% 
2.9% 
3.8% 
3.5% 
1.8% 
-0.5% 

3.0% 
2.7% 
4.0% 
3.7% 
4.5% 
4.5% 
4.2% 
3.7% 
4.1% 
1.1% 

1.8% 
2.5% 
3.5% 
3.1 Yo 
2.7% 
1.9% 
-0.3% 
-3.1% 

2.4% 
1.8% 
2.2% 

1975 - 1982 Cycle 
-8.9% 8.5% 
10.8% 7.7% 
5.9% 7.0% 
5.7% 6.0% 
4.4% 5.8% 
-1.9% 7.0% 
1.9% 7.5% 
-4.4% 9.5% 

1983 - 1991 Cycle 

9.3% 7.5% 
1.7% 7.2% 
0.9% 7.0% 
4.9% 6.2% 

1.8% 5.3% 
-0.2% 5.6% 
-2.0% 6.8% 

3.7% 9.5% 

4.5% 5.5% 

1992 - 2001 Cycle 
3.1% 7.5% 
3.4% 6.9% 
5.5% 6.1% 
4.8% 5.6% 
4.3% 5.4% 
7.3% 4.9% 
5.8% 4.5% 
4.5% 4.2% 
4.0% 4.0% 
-3.4% 4.7% 

2002 - 2009 Cycle 
0.2% 5.8% 
1.2% 6.0% 
2.3% 5.5% 
3.2% 5.1% 
2.2% 4.6% 
2.5% 4.6% 
-3.4% 5.8% 
-1 1.3% 9.3% 

Current Cycle 
5.7% 9.6% 
3.4% 8.9% 
3.6% 8.1% 

7.0% 
4.8% 
6.8% 
9.0% 
13.3% 
12.4% 
8.9% 
3.8% 

3.8% 
3.9% 
3.8% 
1.1% 
4.4% 
4.4% 
4.6% 
6.1% 
3.1% 

2.9% 
2.7% 

2.5% 
2.7% 

3.3% 
1.7% 
1.6% 
2.7% 
3.4% 
1.6% 

2.4% 
1.9% 
3.3% 
3.4% 
2.5% 
4.1% 
0.1% 
2.7% 

1.5% 
3.0% 
1.7% 

6.6% 
3.7% 
6.9% 
9.2% 
12.8% 
11.8% 
7.1% 
3.6% 

0.6% 

1.8% 
-2.3% 
2.2% 
4.0% 
4.9% 
5.7% 
-0.1% 

1.7% 

1.6% 
0.2% 
1.7% 
2.3% 
2.8% 
-1.2% 
0.0% 
2.9% 
3.6% 
-1.6% 

1.2% 
4.0% 
4.2% 
5.4% 
1.1% 
6.2% 
-0.9% 
4.3% 

3.8% 

1.4% 
4.7% 

*GDP=Gross Domestic Product 

Source: Council of Economic Advisors, Economic Indicators, various issues. 
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ECONOMIC INDICATORS 

Real Industrial Unemploy- 
GDP' Production ment Consumer Producer 

Year Growth Growth Rate Price Index Price Index 

2002 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2003 
1st Ptr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2004 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2005 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2006 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2007 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2008 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2009 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 0 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 1 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 2 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2013 
1st Qtr. 

27% 
2.2% 
2.4% 
0.2% 

1.2% 
3.5% 
7.5% 
2.7% 

3.0% 
3.5% 
3.6% 
2.5% 

4.1% 
1.7% 
3.1% 
2.1% 

5.4% 
1.4% 
0.1% 
3.0% 

0.9% 
3.2% 
2.3% 
2.9% 

-1.8% 
1.3% 
-3.7% 
4.9% 

-5.3% 
-0.3% 
1.4% 
4.0% 

2.3% 
2.2% 
2.6% 
2.4% 

0.1% 
2.5% 
1.3% 
4.1% 

2.0% 
1.3% 
3.1% 
0.4% 

2.4% 

-3.8% 
-1 2% 
0.8% 
1.4% 

1.1% 
-0.9% 
-0.9% 
1.5% 

2.8% 
4.9% 
4.6% 
4.3% 

3.8% 
3.0% 
2.7% 
2.9% 

3.4% 
4.5% 
5.2% 
3.5% 

2.5% 
1.6% 
1.8% 
1.7% 

1.9% 
0.2% 
-3.0% 
6.0% 

-11.6% 
-12.9% 
-9.3% 
4.5% 

2.7% 
6.5% 
6.9% 
6.2% 

5.4% 
3.6% 
3.3% 
4.0% 

4.5% 
4.7% 
3.4% 
2.8% 

2.5% 

5.6% 
5.9% 
5.8% 
5.9% 

5.8% 
6.2% 
6.1% 
5.9% 

5.6% 
5.6% 
5.4% 
5.4% 

5.3% 
5.1% 
5.0% 
4.9% 

4.7% 
4.6% 
4.7% 
4.5% 

4.5% 
4.5% 
4.6% 
4.8% 

4.9% 
5.3% 
6.0% 
6.9% 

8.1% 
9.3% 
9.6% 
10.0% 

9.7% 
9.7% 
9.6% 
9.6% 

9.0% 
9.0% 
9.1% 
6.7% 

8.3% 
8.2% 
8.1% 
7.8% 

7.7% 

2.8% 
0.9% 
2.4% 
1.6% 

4.8% 
0.0% 
3.2% 
-0.3% 

5.2% 
4.4% 
0.8% 
3.6% 

4.4% 
1.6% 
8.8% 
-2.0% 

4.8% 
4.8% 
0.4% 
0.0% 

4.8% 
5.2% 
1.2% 
6.4% 

2.8% 
7.6% 
2.8% 

-1 3.2% 

2.4% 
3.2% 
2.0% 
2.5% 

0.9% 
-1.2% 
2.8% 
2.8% 

4.8% 
3.2% 
2.4% 
0.4% 

3.2% 
0.0% 
4.0% 
0.0% 

2.0% 

4.4% 
-2.0% 
1.2% 
0.4% 

5.6% 
-0.5% 
3.2% 
2.8% 

5.2% 
4.4% 
0.8% 
7.2% 

5.6% 
-0.4% 
14.0% 
4.0% 

-0.2% 
5.6% 
4.4% 
3.6% 

6.4% 
6.8% 
1.2% 
10.8% 

9.6% 
14.0% 
-0.4% 
-28.4% 

-0.4% 
9.2% 
0.8% 
8.8% 

6.5% 
-2.4% 
4.0% 
9.2% 

9.6% 
3.6% 
6.4% 
-1.2% 

2.0% 
-2.8% 
9.6% 
-3.6% 

0.8% 

*GDP=Gross Domestic Product 

Source: Council of Economic Advisors. Economic Indicators. various issues 
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INTEREST RATES 

US Treasury US Treasury Utility Utility Utility Utility 
Prime T Bills T Bonds Bonds Bonds Bonds Bonds 

Year Rate 3 Month 10 Year Aaa Aa A Baa 

1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 

2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 

201 0 
201 1 
2012 

7.86% 
6.84% 
6.83% 
9.06% 
12.67% 
15.27% 
18.89% 
14.86% 

10.79% 
12.04% 
9.93% 
8.33% 
8.21% 
9.32% 
10.87% 
10.01% 
8.46% 

6.25% 
6.00% 
7.15% 

8.27% 
8.44% 
8.35% 
8.00% 
9.23% 
6.91% 

8.83% 

4.67% 
4.12% 
4.34% 
6.19% 
7.96% 
8.05% 
5.09% 
3.25% 

3.25% 
3.25% 
3.25% 

5.84% 
4.99% 
5.27% 
7.22% 
10.04% 
11.51% 
14.03% 
10.69% 

8.63% 
9.58% 
7.48% 
5.98% 
5.82% 
6.69% 
8.12% 
7.51% 
5.42% 

3.45% 
3.02% 
4.29% 
5.51% 
5.02% 
5.07% 
4.81% 
4.66% 
5.85% 
3.44% 

1.62% 
1.01% 
1.38% 
3.16% 
4.73% 
4.41% 
1.48% 
0.16% 

0.14% 
0.06% 
0.09% 

1975 - 1982 Cycle 
7.99% 9.03% 
7.61% 8.63% 
7.42% 8.19% 
8.41% 8.87% 
9.44% 9.86% 
1 1.46% 12.30% 
13.93% 14.64% 
13.00% 14.22% 

1983 - 1991 Cycle 
11.10% 12.52% 
12.44% 12.72% 
10.62% 11.68% 
7.68% 8.92% 
8.39% 9.52% 
8.85% 10.05% 
8.49% 9.32% 
8.55% 9.45% 
7.86% 8.85% 

1992 - 2001 Cycle 
7.01% 8.19% 
5.87% 7.29% 
7.09% 8.07% 
6.57% 7.68% 
6.44% 7.48% 
6.35% 7.43% 
5.26% 6.77% 
5.65% 7.21% 
6.03% 7.88% 
5.02% 7.47% 

2002 - 2009 Cycle 
4.61 % 
4.01% 
4.27% 
4.29% 
4.80% 
4.63% 
3.66% 
3.26% 

Current Cycle 
3.22% 
2.78% 
1.80% 

9.44% 
8.92% 
8.43% 
9.10% 
10.22% 
13.00% 
15.30% 
14.79% 

12.83% 
13.66% 
12.06% 
9.30% 
9.77% 
10.26% 
9.56% 
9.65% 
9.09% 

8.55% 
7.44% 
8.21% 
7.77% 
7.57% 
7.54% 
6.91% 
7.51% 
8.06% 
7.59% 

[ I ]  7.19% 
6.40% 
6.04% 
5.44% 
5.84% 
5.94% 
6.18% 
5.75% 

5.24% 
4.78% 
3.83% 

10.09% 
9.29% 
8.61% 
9.29% 
10.49% 
13.34% 
15.95% 
15.86% 

13.66% 
14.03% 
12.47% 
9.58% 
10.10% 
10.49% 
9.77% 
9.86% 
9.36% 

8.69% 
7.59% 
8.31% 
7.89% 
7.75% 
7.60% 
7.04% 
7.62% 
8.24% 
7.78% 

7.37% 
6.58% 
6.16% 
5.65% 
6.07% 
6.07% 
6.53% 
6.04% 

5.46% 

4.13% 
5.04% 

10.96% 
9.82% 
9.06% 
9.62% 
10.96% 
13.95% 
16.60% 
16.45% 

14.20% 
14.53% 
12.96% 
10.00% 
10.53% 
1 1 .OO% 
9.97% 
10.06% 
9.55% 

8.86% 
7.91% 
8.63% 
8.29% 
8.16% 
7.95% 
7.26% 
7.88% 

8.02% 
8.36% 

8.02% 
6.84% 
6.40% 
5.93% 
6.32% 
6.33% 
7.25% 
7.06% 

5.96% 
5.57% 
4.86% 

[I] Note: Moody's has not published Aaa utility bond yields since 2001. 

Sources: Council of Economic Advisors, Economic indicators; Moody's Bond Record; Federal 
Reserve Bulletin; various issues. 
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INTEREST RATES 

USTnaruly UsTreasury MI& Utility Utility Utility 
Prima TBills TBonds Bonds Bonds Bonds Bonds 
Rate 3Yonth 1OYear Aaa [I] Aa A Baa 

zoo7 
Jan 
Feb 
Mar 
APr 
May 
J""* 
July 
AW 
sept 
Od 
Nm 
k c  

2008 
Jan 
Feb 
Ma, 
Apr 
May 
June 
Juhl 
AUg 
Sew 
Od 
N W  
Dec 

2009 
Jan 
Feb 
Ma, 
AW 
May 

July 
A 4  
Sepl 
Od 
Nw 
Dec 

2010 
Jan 
Feb 
Mar 

JUW 

AW 
May 
June 
July 
Aug 
Sept 
Od 
Nm 
DeC 

2011 
Jan 
Feb 
Mar 
Apr 
May 
JUW 
July 
AW 
sept 
Od 
Nw 
Dee 

2012 
Jan 
Feb 
Mar 
Apr 
May 
J""e 
July 
Aug 
Sept 
OCt 
N W  
DeC 

2013 
Jan 
Feb 
Mar 
Apr 
May 

825% 
6.25% 
625% 
825% 
825% 
825% 
825% 
625% 
7.75% 
7.50% 
7.50% 
725% 

6.00% 
6.00% 
5.25% 
5.00% 
5.00% 
5.00% 
5.00% 
5.00% 
5.00% 
4.00% 
4.00% 
325% 

325% 
3.25% 
325% 
325% 
3.25% 
325% 
3.25% 
325% 
325% 
325% 
325% 
325% 

3.25% 
3.25% 
325% 
3.25% 
325% 
325% 
3.25% 
325% 
3.25% 
3.25% 
325% 
325% 

3.25% 
3.25% 
325% 
325% 
325% 
325% 
325% 
325% 
325% 
325% 
325% 
3.25% 

3.25% 
3.25% 
325% 
325% 
325% 
325% 
3.25% 
325% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
325% 
325% 

4.96% 
5.02% 
4.97% 
4.88% 
4.77% 
4.63% 
4.64% 
4.34% 
4.01% 
3.97% 
3A9% 
3.08% 

2.86% 
2.21% 
1.38% 
1.32% 
1.71% 
1.90% 
1.72% 
1.79% 
1.46% 
0.84% 
0.30% 
0.04% 

0.12% 
0.31% 
025% 
0.17% 
0.15% 
0.17% 
0.19% 
0.18% 
0.13% 
0.06% 
0.05% 
0.07% 

0.06% 
0.10% 
0.15% 
0.15% 
0.16% 
0.12% 
0.16% 
0.15% 
0.15% 
0.13% 
0.13% 
0.15% 

0.15% 
0.14% 
0.11% 
0 06% 
0.04% 
0.04% 
0.03% 
0.05% 
0.02% 
0.02% 
0.01% 
0.02% 

0.02% 
0.08% 
0.09% 
0.08% 
0.09% 
0.09% 
0.10% 
0.11% 
0.10% 
0.10% 
0.11% 
0.08% 

0.07% 
0.101 
0.90% 
0.60% 
0.50% 

4.76% 
4.72% 
4.56% 
4.69% 
4.75% 
5.10% 
5.00% 
4.67% 
4.52% 
4.53% 
4.15% 
4.10% 

3.74% 
3.74% 
3.51% 
3.68% 
3.68% 
4.10% 
4.01% 
3.89% 
3.69% 
3.61% 
3.53% 
2.42% 

2.52% 
2.87% 
2.82% 
2.93% 
3.29% 
3.72% 
3.56% 
3.59% 
3.40% 
3.39% 
3.40% 
3.59% 

3.73% 
3.69% 
3.73% 
3.65% 
3.42% 
320% 
3.01% 
2.70% 
2.65% 
2.54% 
2.76% 
329% 

3.39% 
3.56% 
3.41% 
3.46% 
3.17% 
3.00% 
3.00% 
2.30% 
1.98% 
2.15% 
2.01% 
1.98% 

1.97% 
1.97% 
2.1 7% 
2.05% 
1.80% 
1.62% 
1.53% 
1.68% 
1.72% 
1.75% 
1.65% 
1.72% 

1.91% 
1.98% 
1.96% 
1.76% 
1.93% 

5.78% 
5.73% 
5.66% 
5.83% 
5.66% 
6.18% 
6.11% 
6.11% 
6.10% 
6.04% 
5.67% 
6.03% 

5.87% 
6.04% 
5.99% 
5.99% 
6.07% 
6.19% 
6.13% 
6.09% 
6.13% 
6.95% 
6.83% 
5.93% 

6.01% 
6.11% 
6.14% 
6.20% 
6.23% 
6.13% 
5.63% 
5.33% 
5.15% 
523% 
5.33% 
5.52% 

5.55% 
5.69% 
5.64% 
5.62% 
529% 
522% 
4.99% 
4.75% 
4.74% 
4.89% 
5.12% 
5.32% 

529% 
5.42% 
5.33% 
5.32% 
5.08% 
5.04% 
5.05% 
4.44% 
4.24% 
4.21% 
3.92% 
4.00% 

4.03% 
4.02% 
4.16% 
4.10% 
3.92% 
3.79% 
3.58% 
3.65% 
3.69% 
3.68% 
3.60% 
3.75% 

3.90% 
3.95% 
3.90% 
3.74% 
3.91% 

5.96% 
5.90% 
5.85% 
5.97% 
5.99% 
6.30% 
625% 
624% 
6.18% 
6.11% 
5.97% 
6.16% 

6.02% 
621% 
6.21% 
6.29% 
6.27% 
6.38% 
6.40% 
6.37% 
6.49% 
7.56% 
7.60% 
6.54% 

6.39% 
6.30% 
6.42% 
6.48% 
6.49% 
620% 
5.97% 
5.71% 
5.53% 
5.55% 
5.64% 
5.79% 

5.77% 
5.67% 
5.84% 
5.81% 
5.501 
5.46% 
526% 
5.01% 
5.01% 
5.10% 
5.37% 
5.56% 

5.57% 
5.68% 
5.56% 
5.55% 
5 32% 
5.26% 
5.27% 
4.69% 
4.48% 
4.52% 
425% 
4.33% 

4.34% 
4.36% 
4.48% 
4.40% 
420% 
4.08% 
3.93% 
4.00% 
4.02% 
3.91% 
3.84% 
4.00% 

4.15% 
4.18% 
4.15% 
4.00% 
4.17% 

6.16% 
6.10% 
6.10% 
624% 
623% 
6.54% 
6.49% 
6.51% 
6.45% 
6.36% 
627% 
6.51% 

6.35% 
6.60% 
6.68% 
6.62% 
6.79% 
6.93% 
6.97% 
6.98% 
7.15% 
8.58% 
8.98% 
6.13% 

7.90% 
7.74% 
8.00% 
6.03% 
7.76% 
7.30% 
6.87% 
6.36% 
6.12% 
6.14% 
6.18% 
6.26% 

6,lfi% 
6.25% 
6.22% 
6.19% 
5.97% 
6.18% 
5.98% 
5.55% 
5.53% 
5.62% 
5.85% 
6.04% 

6.06% 
6.10% 
5.97% 
5.98% 
5.74% 
5.67% 
5.70% 
5.22% 
5.11% 
5.24% 
4.93% 
5.07% 

5.06% 
5.02% 
5.13% 
5.11% 
4.97% 
4.91% 
4.85% 
4.88% 
4.81% 
4.54% 
4.42% 
4.56% 

4.66% 
4.74% 
4.66% 
4.49% 
4.65% 

[I] Nok: Moody's has nd published Aaa utikty bond yields since 2001. 

Swnzs: Council of Economic Advisws. Emnomic indlcaton: M W s  Bond Record; Federal 
Reserve Bulletin; vadous issues. 
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STOCK PRICE INDICATORS 

S&P NASDAQ S&P S&P 
Composite [I] Composite [I] DJIA DIP U P  

1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 

2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 

201 0 
201 1 
2012 

[I1 
322.84 
334.59 
376.18 

415.74 
451.21 
460.42 
541.72 
670.50 
873.43 
1,085.50 
1,327.33 
1,427.22 
1,194.1 8 

993.94 
965.23 
1,130.65 
1,207.23 
1,310.46 
1,477.19 
1,220.04 
948.05 

1,139.97 
1,268.89 
1,379.35 

1975 - 1982 Cycle 
802.49 
974.92 
894.63 
820.23 
844.40 
891.41 
932.92 
884.36 

1983 - 1991 Cycle 

1,190.34 
1,178.48 
1,328.23 
1,792.76 
2,275.99 

PI 2,060.82 
2,508.91 
2,678.94 

491.69 2,929.33 

1992 - 2001 Cycle 
$599.26 3,284.29 
715.16 3,522.06 
751.65 3,793.77 
925.1 9 4,493.76 
1,164.96 5,742.89 
1,469.49 7,441.15 
1,794.91 8,625.52 
2,728.15 10,464.88 
2,783.67 10,734.90 
2,035.00 10,189.13 

2002 - 2009 Cycle 
1,539.73 9,226.43 
1,647.17 8,993.59 
1,986.53 10,317.39 
2,099.32 10,547.67 
2,263.41 11,408.67 
2,578.47 13,169.98 
2,161.65 11,252.62 
1,845.38 8,876.15 

Current Cycle 
2,349.89 10,662.80 
2,677.44 11,966.36 
2,965.56 12,967.08 

4.31% 
3.77% 
4.62% 
5.28% 
5.47% 
5.26% 
5.20% 
5.81% 

4.40% 
4.64% 
4.25% 
3.49% 
3.08% 
3.64% 
3.45% 
3.61% 
3.24% 

2.99% 
2.78% 
2.82% 
2.56% 
2.19% 
1.77% 
1.49% 
1.25% 
1.15% 
1.32% 

1.61% 
1.77% 
1.72% 
1.83% 

1.86% 
2.37% 
2.40% 

1.87% 

1.98% 
2.05% 
2.24% 

9.15% 
8.90% 
10.79% 
12.03% 

12.66% 
11.96% 
11.60% 

13.46% 

8.03% 
10.02% 
8.12% 
6.09% 
5.48% 

7.41% 
6.47% 

8.01% 

4.79% 

4.22% 
4.46% 
5.83% 
6.09% 
5.24% 
4.57% 
3.46% 
3.17% 
3.63% 
2.95% 

2.92% 
3.84% 
4.89% 
5.36% 
5.78% 
5.29% 
3.54% 
1.86% 

6.04% 
6.77% 
6.20% 

[I] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAC 
Composite prior to 1991. 

Source: Council of Economic Advisors, Economic Indicators, various issues. 
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STOCK PRICE INDICATORS 

S&P NASDAQ S&P S&P 
Composite Composite DJlA DIP U P  

2004 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2005 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2006 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2007 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2008 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2009 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2010 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 1 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2012 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2013 
1st Qtr. 

1,133.29 
1,122.87 
1,104.15 
1,162.07 

1,191.98 
1.181.65 
1,225.91 
1,262.07 

1,283.04 
1,281.77 
1,288.40 
1,389.48 

1,425.30 
1,496.43 
1,490.81 
1,494.09 

1,350.19 
1.371.65 
1,251.94 
909.80 

809.31 
892.23 
996.68 

1,088.70 

1,121.60 
1.135.25 
1,096.39 
1,204.00 

1,302.74 
1,319.04 
1,237.1 2 
1,225.65 

1,347.44 
1,350.39 
1,402.21 
1.41 8.21 

1,514.41 

2,041.95 
1.984.13 
1,872.90 
2,050.22 

2,056.01 
2,012.24 
2,144.61 
2,246.09 

2,287.97 
2,240.46 
2,141.97 
2,390.26 

2,444.85 
2,552.37 
2,609.68 
2,701.59 

2,332.91 
2,426.26 
2,290.87 
1,599.64 

1,485.14 
1,731.41 
1,985.25 
2,162.33 

2,274.88 
2,343.40 
2.237.97 
2,534.62 

2,741.01 
2,766.64 
2,613.1 1 
2,600.91 

2,902.90 
2,928.62 
3,029.86 
3,001.69 

3,177.1 0 

10,488.43 
10,289.04 
10,129.85 
10.362.25 

10.648.48 
10,382.35 
10,532.24 
10,827.79 

10,996.04 
11,188.84 
11,274.49 
12,175.30 

12,470.97 
13,214.26 
13,488.43 
13,502.95 

12,383.86 
12,508.59 
11,322.40 
8,795.61 

7,774.06 
8,327.83 
9,229.93 
10.1 72.78 

10,454.42 
10,570.54 
10,390.24 
11,236.02 

12,024.62 
12,370.73 
11,671.47 
11.798.65 

12,839.80 
12,765.58 
13,118.72 
13,142.91 

14,000.30 

1.64% 
1.71 Yo 
1.79% 
1.75% 

1.77% 
1.85% 
1.83% 
1.86% 

1.85% 
1.90% 
1.91 Yo 
1.81 Yo 

1.84% 
1.82% 
1.86% 
1.91% 

2.1 1 70 
2.10% 
2.29% 
2.98% 

3.00% 
2.45% 
2.16% 
1.99% 

1.94% 
1.97% 
2.09% 
1.95% 

1.85% 
1.97% 
2.15% 
2.25% 

2.12% 
2.30% 
2.27% 
2.28% 

2.21 % 

4.62% 
4.92% 
5.18% 
4.83% 

5.11% 
5.32% 
5.42% 
5.60% 

5.61 % 
5.86% 
5.88% 
5.75% 

5.85% 
5.65% 
5.15% 
4.51 % 

4.55% 
4.05% 
3.94% 
1.65% 

0.86% 
0.82% 
1.19% 
4.57% 

5.21 Yo 
6.51 % 
6.30% 
6.15% 

6.13% 
6.35% 
7.69% 
6.91 % 

6.29% 

6.00% 
6.45% 

6.07% 

5.59% 

Source: Council of Economic Advisors, Economic Indicators, various issues. 
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UNS ENERGY CORPORATION 
SEGMENT FINANCIAL INFORMATION 

2010 - 2012 
($millions) 

Segment 
Operating Net Total 
Revenues Income Assets 

Tucson Electric Power Co 

UNS Gas 

UNS Electric 

Unisource Energy 

Tucson Electric Power Co 

UNS Gas 

UNS Electric 

Unisource Energy 

Tucson Electric Power Co 

UNS Gas 

UNS Electric 

Unisource Energy 

$1,096 
76.9% 

$144 
10.1% 

$1 85 
13.0% 

$1,426 

$1,141 
77.1% 

$1 49 
10.1% 

$1 88 
12.7% 

$1,479 

$1,145 
78.3% 

$1 29 
8.8% 

$1 89 
12.9% 

$1,462 

2010 

$1 08 
95.6% 

$9 
8.0% 

$1 5 
13.3% 

$1 13 

201 1 

$85 
77.3% 

$1 0 
9.1 % 

$1 8 
16.4% 

$1 10 

2012 

$65 
71.4% 

$9 
9.9% 

$1 7 
18.7% 

$91 

#DIV/O! 

#DIV/O! 

#DIV/O! 

$3,278 
82.2% 

$320 
8.0% 

$370 
9.3% 

$3,989 

$3,461 
83.6% 

$31 0 
7.5% 

$370 
8.9% 

$4,140 

UNS Gas, TEP and UNS Electric figures do not total to Unisource Energy cosolidated 
figures due to other activities of UNS Energy. 

Source: UNS Energy Corporation, 2012 Form 10-K. 



Exhibit-(DCP-I ) 
Schedule 4 
Page I of 3 

UNS ELECTRIC 
CAPITAL STRUCTURE RATIOS 

($ m i I I i o ns) 
2004 - 2013 

COMMON LONG-TERM SHORT-TERM 
YEAR EQUITY DEBT DEBT 

2004 

2005 

2006 

2007 

2008 

2009 

201 0 

201 1 

2012 

March 31,2013 

$40,900 
40.3% 
40.5% 

$49,900 
45.2% 
45.4% 

$64,900 
45.0% 
45.1 % 

$79,800 
48.0% 
48.1% 

$84,297 
43.8% 
43.8% 

$90,321 
47.5% 
47.5% 

$1 00,848 
50.2% 
50.2% 

$1 36,127 
51.2% 
51 -2% 

$1 42,760 
52.3% 
52.3% 

$1 45,069 
51.8% 
52.7% 

$60,000 
59.1 % 
59.5% 

$60,000 
54.3% 
54.6% 

$79,000 
54.7% 
54.9% 

$86,000 
51.7% 
51.9% 

$1 08,000 
56.1 % 
56.2% 

$100,000 
52.5% 
52.5% 

$1 00,000 
49.8% 
49.8% 

$130,000 
48.8% 
48.8% 

$130,000 
47.7% 
47.7% 

$1 30,000 
46.4% 
47.3% 

$600 
0.6% 

$500 
0.5% 

$400 
0.3% 

$400 
0.2% 

$200 
0.1% 

$0 
0.0% 

$0 
0.0% 

$0 
0.0% 

$0 
0.0% 

$5,000 
1.8% 

Sources: Response to STF 1.4, information provided in prior rate proceedings. 
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UNS ENERGY CORP. 
CAPITAL STRUCTURE RATIOS 

($mi I I io ns) 
2004 - 2013 

COMMON LONG-TERM SHORT-TERM 
YEAR EQUITY DEBT DEBT 

$581 
31.6% 
31.6% 

2004 $1,258 
68.4% 
68.4% 

$0 
0.0% 

2005 $617 
33.6% 
33.7% 

$1,212 
66.1 % 
66.3% 

$5 
0.3% 

2006 $654 
34.9% 
35.8% 

$1,171 
62.5% 
64.2% 

$50 
2.7% 

2007 $690 
40.7% 
41 .O% 

$994 
58.7% 
59.0% 

$10 
0.6% 

2008 $679 

34.0% 
33.8% 

$1,320 
65.7% 
66.0% 

$1 0 
0.5% 

2009 $751 
35.7% 
36.3% 

$1,320 
62.7% 
63.7% 

$35 
1.7% 

201 0 $831 
37.1 % 
37.1 % 

$1,410 
62.9% 
62.9% 

$0 
0.0% 

$888 
36.8% 
36.9% 

201 1 $1,517 
62.8% 
63.1 % 

$10 
0.4% 

201 2 $1,065 
41.6% 
41.6% 

$1,498 
58.4% 
58.4% 

$0 
0.0% 

March 31,201 3 $1,059 
40.9% 
41.3% 

$1,504 
58.1 % 
58.7% 

$25 
1 .O% 

Sources: Response to STF 1.4, information provided in prior rate proceedings. 
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UNS ENERGY AND UTILITY SUBSIDIARIES 
CAPITAL STRUCTURE RATIOS 

DECEMBER 31,2012 
($mi I I ions) 

COMMON LONG-TERM 5H0 RT-TE RM 
YEAR EQUITY DEBT DEBT 

UNS Energy $1,065.5 
consolidated 40.0% 

40.0% 

UNS Gas $92.2 
48.0% 
48.0% 

UNS Electric $142.8 
52.3% 
52.3% 

TEP $860.9 
41.3% 
41.3% 

$1,598.4 
60.0% 
60.0% 

$1 00.0 
52.0% 
52.0% 

$130.0 
47.7% 
47.7% 

$1,223.4 
58.7% 
58.7% 

$0.0 
0.0% 

$0 
0.0% 

$0 
0.0% 

$0.0 
0.0% 

Source: Response to STF 1.4. 
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PROXY GROUPS 
COMMON EQUITY RATIOS 

COMPANY 2008 2009 201 0 201 1 2012 Average 2014-2016 

Parcel1 Proxy Group 

Cleco Corp 
El Paso Electric Co. 
Great Plains Energy, Inc. 
Hawaiian Electric 
Otter Tail Corp 
Pepco Holdings 
PNM Resources 
UIL Holdings 

Average 

48.9% 45.8% 4 8 . 5 ~ ~  5 1 . 5 ~ ~  54.4% 49.8% 60.0% 
46.2% 47.3% 48.8% 48.2% 45.2% 47.1% 42.0% 

65.6% 59.8% m.4% 54.0% 54.4% 58.4% 54.0% 
43.8% 46.2% 51.0% 50.9% 52.7% 48.9% 50.0% 
54.0% 51.0% 49.2% 48.1% 48.7% 50.2% 49.0% 

49.6% 46.2% 49.2% 51.6% 54.4% 50.2% 55.0% 
52.7% 50.7% 54.3% 53.9% 53.1% 52.9% 51.5% 

46.4% 46.0% 41.6% 41.4% 41.1% 43.3% 45.5% 

50.9% 49.1% 50.1% 50.0% 50.5% 50.1% 50.9% 

Bulkley Proxy Group 

ALLETE 58.4% 

Cleco Corp 48.9% 

First Energy Corp 47.7% 

American Electric Power Xo, 40.7% 

Empire District Electric 46.4% 

Great Plains Energy, Inc. 49.6% 
Hawaiian Electric Industries, Inc 52.7% 
IDACORP, Inc. 52.4% 
Otter Tail Corp 65.6% 

Pinnacle West Capital Corp 53.2% 

Southern Company 42.6% 

Pepco Holdings, lnc. 43.8% 

Portland General Electric 53.8% 

Westar Energy 49.7% 

Average 50.4% 

57.2% 
45.4% 

48.4% 

46.2% 
50.7% 

45.8% 

41 .a% 

49.8% 
59.8% 
46.2% 
49.6% 
49.7% 
43.6% 
46.1 Yo 

4 8 . 6 ~ ~  

55.8% 

48.5% 
48.7% 

46.7% 

40.5% 
49.2% 
54.3% 
50.7% 
58.4% 
51 .O% 
54.7% 
47.0% 
45.7% 
46.0% 

49.8% 

55.7% 
49.3% 
51 5% 
50.1 % 

51.6% 
53.9% 
54.4% 
54.0% 
50.9% 
55.9% 
50.4% 
47.1% 
50.1% 

45.8% 

51.5% 

56.3% 
49.4% 
54.4% 
50.9% 
46.3% 
54.4% 
53.1 yo 
54.5% 
54.4% 
52.7% 
55.4% 
52.9% 
47.3% 
48.8% 

52.2% 

56.7% 
46.3% 
49.8% 
48.9% 
44.4% 
50.2% 
52.9% 
52.4% 
58.4% 
48.9% 
53.8% 

48.1% 

50.8% 
45.3% 

50.5% 

57.5% 
54.5% 
60.0% 
51 .o% 
44.5% 
55.0% 
51.5% 
54.0% 
54.0% 
50.0% 
59.5% 
52.0% 
44.5% 
50.0% 

52.7% 

_ _ ~  

Source: Value Line. 
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Company 

PROXY COMPANIES 
BASIS FOR SELECTION 

Market Percent Reg Common Value S&P Moody's 
Capitalization Electric Equity Line Bond Bond 
($ millions) Revenues Ratio Safety Rating Rating 

UNS Energy 

Parcell Proxy Group 

Cleco Corp 
El Paso Electric Co. 
Great Plains Energy, Inc. 
Hawaiian Electric 
Otter Tail Corp 
Pepco Holdings 
PNM Resources 
UIL Holdings 

Bulkley Proxy Group 

ALLETE 
American Electric Power Xo, 
Cleco Corp 
Empire District Electric 
First Energy Cop  
Great Plains Energy, Inc. 
Hawaiian Electric Industries, Inc. 
IDACORP, Inc. 
Otter Tail Corp 
Pepco Holdings, Inc. 
Pinnacle West Capital Corp 
Portland General Electric 
Southern Company 
Westar Energy 

$2,100,000 

$2,700,000 
$1,400,000 
$3,500,000 
$2,700,000 
$1,100,000 
$4,500,000 
$1,900,000 
$1,900,000 

$1,900,000 
$23,000,000 
$2,700,000 
$925,000 

$17,000,000 
$3,500,000 
$2,700,000 
$2,400,000 

$4,500,000 
$6,600,000 
$2,400,000 
$39,000,000 
$4,000,000 

$1,100,000 

91 % 

95% 
100% 
100% 
92% 
71 % 

100% 
53% 

83% 

91 % 
92% 
95% 
92% 
63% 
100% 
92% 
100% 
71 % 

100% 
100% 
95% 
100% 

83% 

38% 3 BBB- Baa2 

54% 1 
45% 2 
54% 3 
53% 2 
54% 3 
51 % 3 
49% 3 
42% 2 

56% 2 
49% 3 
54% 1 
51 % 2 
46% 3 
54% 3 
53% 2 
55% 3 
54% 3 
51 % 3 
55% 1 
53% 2 
46% 1 
49% 2 

BBB Baa2 
BBB Baa2 

BBBIBBB- BaallBaa2 
BBB- Baa2 

BBB-lBB+ Baa2 
A-lBBB+ BaallBaa2 

BBB BaallBaa2 
BBB Baa2 

A- A2 
BBB Baa2 
BBB Baa2 
A- A3 

BBB Baa2 
BBBIBBB- BaallBaa2 

BBB- Baa2 
A- A2 

BBB-IBB+ Baa2 
A-lBBB+ BaallBaa2 

BBB+ Baal 
A- A3 
A A2/A3 

BBB+ A3 

Sources: AUS Utility Reports, Value Line. 
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COMPARISON COMPANIES 
DIVIDEND YIELD 

Qtr March - May, 2013 
COMPANY DPS DPS HIGH LOW AVERAGE YIELD 

Parcell Proxy Group 

Cleco Corp 
El Paso Electric Co. 
Great Plains Energy, Inc. 
Hawaiian Electric 
Otter Tail Cop  
Pepco Holdings 
PNM Resources 
UIL Holdings 

Average 

$0.36 $1.45 
$0.25 $1.00 
$0.22 $0.87 
$0.31 $1.24 
$0.30 $1.19 
$0.27 $1.08 
$0.17 $0.66 
$0.43 $1.73 

$49.52 
$38.91 
$24.44 
$28.30 
$31 -70 
$22.72 
$24.01 
$42.14 

$43.57 
$32.47 
$21.59 
$26.06 
$27.09 
$20.10 
$21.77 
$38.35 

~ 

$46.55 
$35.69 
$23.02 
$27.18 
$29.40 
$21.41 
$22.89 
$40.25 

3.1% 
2.8% 
3.8% 
4.6% 
4.0% 
5.0% 
2.9% 
4.3% 

3.8% 

Bulkley Proxy Group 

ALLETE $0.48 $1.90 
American Electric Power Xo, $0.49 $1.96 
Cleco Corp $0.36 $1.45 
Empire District Electric $0.25 $1.00 
First Energy Corp $0.55 $2.20 
Great Plains Energy, Inc. $0.22 $0.87 
Hawaiian Electric Industries, Inc. $0.31 $1.24 
IDACORP, inc. $0.38 $1.52 
Otter Tail Corp $0.30 $1.19 
Pepco Holdings, Inc. $0.27 $1.08 
Pinnacle West Capital Corp $0.55 $2.18 
Portland General Electric $0.27 $1.08 
Southern Company $0.51 $2.03 
Westar Energy $0.34 $1.36 

Average 

$52.25 
$51.60 
$49.52 
$23.35 
$46.77 
$24.44 
$28.30 
$50.1 6 
$31.70 
$22.72 
$61 -89 
$32.91 
$48.74 
$34.96 

$46.56 
$45.57 
$43.57 
$21.19 
$38.83 
$21.59 
$26.06 
$46.09 
$27.09 
$20.10 
$55.56 
$29.43 
$43.71 
$31.01 

$49.41 
$48.59 
$46.55 
$22.27 
$42.80 
$23.02 
$27.18 
$48.13 
$29.40 
$21.41 
$58.73 
$31.17 
$46.23 
$32.99 

3.8% 
4.0% 
3.1% 
4.5% 
5.1% 
3.8% 
4.6% 
3.2% 
4.0% 
5.0% 
3.7% 
3.5% 
4.4% 
4.1% 

4.1 % 

Source: Yahoo! Finance. 
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COMPARISON COMPANIES 
RETENTION GROWTH RATES 

~~ ~~ 

COMPANY 2008 2009 2010 201 1 2012 Average 2013 201 4 201 6-'I 8 Average 

Parcell Proxy Group 

Cleco Cop 
El Paso Electric Co. 
Great Plains Energy, Inc. 
Hawaiian Electric 
Otter Tail Corp 
Pepco Holdings 
PNM Resources 
UIL Holdings 

Average 

4.5% 
11.2% 
0.0% 
0.5% 
0.0% 
4.2% 
0.0% 
1 .O% 

4.7% 
9.3% 
0.9% 
0.0% 
0.0% 
0.0% 
0.4% 
1.2% 

6.1% 6.3% 5.5% 5.4% 
11.1% 10.0% 6.3% 9.6% 
3.4% 2.0% 2.2% 1.7% 
1.4% 2.1 % 4.2% 1.6% 
0.0% 0.0% 0.0% 
0.8% 0.3% 0.8% 1.2% 
2.2% 3.3% 3.8% 1.9% 
1.7% 1.1% 1.5% 1.3% 

3.3% 

4.5% 
6.0% 
3.0% 
2.0% 
1 .O% 
0.5% 
3.5% 
2.0% 

4.5% 5.0% 
5.5% 5.5% 
2.5% 3.0% 
2.5% 2.5% 
1.5% 3.0% 
1.0% 2.5% 
3.5% 4.0% 
2.5% 3.0% 

4.7% 
5.7% 
2.8% 
2.3% 
1.8% 
1.3% 
3.7% 
2.5% 

3.1% 

Bulkley Proxy Group 

ALLETE 3.9% 0.5% 1.5% 2.9% 2.3% 2.2% 2.0% 2.5% 4.0% 2.8% 
American Electric Power Xo, 5.1% 4.6% 3.1% 4.2% 3.5% 4.1% 3.5% 4.0% 4.0% 3.8% 
Cleco Corp 4.5% 4.7% 6.1% 6.3% 5.5% 5.4% 4.5% 4.5% 5.0% 4.7% 
Empire District Electric 0.0% 0.0% 0.0% 4.1% 1.9% 1.2% 2.5% 2.5% 3.0% 2.7% 
First Energy Corp 8.1% 4.0% 3.8% 0.0% 0.0% 3.2% 1.5% 2.0% ' 2.5% 2.0% 
Great Plains Energy, Inc. 0.0% 0.9% 3.4% 2.0% 2.2% 1.7% 3.0% 2.5% 3.0% 2.8% 
Hawaiian Electric industries, Inc. 0.5% 0.0% 1.4% 2.1 % 4.2% 1.6% 2.0% 2.5% 2.5% 2.3% 
IDACORP, Inc. 3.4% 4.8% 5.5% 6.5% 5.7% 5.2% 4.5% 4.5% 4.0% 4.3% 
Otter Tail Corp 0.0% 0.0% 0.0% 0.0% 0.0% 1 .O% 1.5% 3.0% 1.8% 
Pepco Holdings, Inc. 4.2% 0.0% 0.8% 0.3% 0.8% 1.2% 0.5% 1.0% 2.5% 1.3% 
Pinnacle West Capital Corp 0.3% 0.7% 3.1% 2.8% 4.1% 2.2% 3.5% 3.5% 3.5% 3.5% 
Portland General Electric 2.0% 1.5% 3.0% 4.1% 3.5% 2.8% 3.5% 3.5% 3.5% 3.5% 
Southern Company 3.5% 3.2% 3.0% 3.4% 3.6% 3.3% 3.5% 3.5% 4.0% 3.7% 
Westar Energy 1.2% 0.8% 3.1% 2.7% 4.0% 2.4% 3.0% 3.0% 4.0% 3.3% 

Average 2.8% 3.0% 

Source: Value Line Investment Survey. 
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COMPARISON COMPANIES 
PER SHARE GROWTH RATES 

5-Year Historic Growth Rates Est'd '1 0-'I 2 to '1 6-'I 8 Growth Rates 
COMPANY EPS DPS BUPS Average EPS DPS BUPS Average 

Parcell Proxy Group 

Cleco Corp 
El Paso Electric Co. 
Great Plains Energy, Inc. 
Hawaiian Electric 
Otter Tail Corp 
Pepco Holdings 
PNM Resources 
UIL Holdings 

Average 

10.0% 
13.0% 
-6.0% 
2.0% 

-18.5% 
-4.5% 
-4.0% 
3.5% 

2.0% 10.0% 
8.5% 

-12.5% 5.0% 
2.0% 

0.5% -1 .O% 
1.5% 0.5% 
-9.0% -1 .O% 

2.0% 

7.3% 
10.8% 
-4.5% 
2.0% 
-6.3% 
-0.8% 
-4.7% 
2.8% 

0.8% 

7.0% 10.5% 5.5% 7.7% 
3.0% nmf 5.0% 4.0% 
6.5% 6.0% 2.5% 5.0% 
5.5% 2.0% 4.5% 4.0% 
20.0% 1.5% 2.0% 7.8% 
6.0% 1 .O% 2.0% 3.0% 
12.0% 12.5% 4.0% 9.5% 
4.0% 0.0% 4.5% 2.8% 

5.5% 

Bulkley Proxy Group 

ALLETE 
American Electric Power Xo, 
Cleco Corp 
Empire District Electric 
First Energy Corp 
Great Plains Energy, Inc. 
Hawaiian Electric Industries, Inc. 
IDACORP, Inc. 
Otter Tail Corp 
Pepco Holdings, Inc. 
Pinnacle West Capital Corp 
Portland General Electric 
Southern Company 
Westar Energy 

Average 

-2.5% 
1 .O% 
10.0% 
2.0% 
-8.0% 
-6.0% 
2.0% 
10.0% 
-1 8.5% 
-4.5% 
2.5% 
4.0% 

1.5% 
3.0% 

4.5% 

2.0% 
-5.5% 
3.5% 

-12.5% 

1 .O% 
0.5% 
1.5% 

14.5% 
4.0% 
5.0% 

4.0% 

2.5% 

5.5% 

10.0% 
1 .O% 
1 .O% 
5.0% 
2.0% 
5.5% 
-1 .O% 

4.5% 

0.5% 

2.0% 

4.5% 
5.5% 

2.5% 
3.2% 
7.3% 
-0.8% 
-1.2% 
-4.5% 
2.0% 
5.5% 
-6.3% 
-0.8% 
2.5% 
6.8% 
4.2% 
3.7% 

1.7% 

7.0% 3.5% 4.0% 4.8% 
4.5% 4.0% 4.0% 4.2% 
7.0% 10.5% 5.5% 7.7% 
5.5% 3.5% 2.5% 3.8% 
3.5% 0.0% 2.5% 2.0% 

5.5% 2.0% 4.5% 4.0% 
2.0% 7.0% 4.5% 4.5% 
20.0% 1.5% 2.0% 7.8% 
6.0% 1 .O% 2.0% 3.0% 
5.0% 2.0% 3.5% 3.5% 

6.5% 6.0% 2.5% 5.0% 

3.5% 3.5% 3.5% 3.5% 
4.5% 3.5% 4.0% 4.0% 
5.0% 3.0% 4.0% 4.0% 

4.4% 

Source: Value Line Investment Survey. 
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COMPARISON COMPANIES 
DCF COST RATES 

HISTORIC PROSPECTIVE HISTORIC PROSPECTIVE FIRST CALL 
ADJUSTED RETENTION RETENTION PER SHARE PER SHARE EPS AVERAGE DCF 

YIELD GROWTH GROWTH GROWTH GROWTH GROWTH GROWTH RATES 
COMPANY 

Parcell Proxy Group 

Clem Corp 
El Paso Electric Co. 
Great Plains Energy, Inc. 
Hawaiian Electric 
Otter Tail Corp 
Pepco Holdings 
PNM Resources 
UIL Holdings 

3.2% 
2.9% 
3.8% 
4.6% 
4.1% 
5.1% 
3.0% 
4.4% 

5.4% 4.7% 
9.6% 5.7% 
1.7% 2.8% 
1.6% 2.3% 

1.8% 
1.2% 1.3% 
1.9% 3.7% 
1.3% 2.5% 

7.3% 7.7% 
10.8% 4.0% 

5.0% 
2.0% 4.0% 

7.8% 
3.0% 
9.5% 

2.8% 2.8% 

8.0% 6.6% 
3.7% 6.7% 
6.3% 3.9% 
3.3% 2.7% 
6.0% 5.2% 
4.8% 2.6% 
6.2% 5.3% 
8.6% 3.6% 

9.8% 
9.6% 
7.8% 
7.3% 
9.4% 
7.7% 
8.3% 
8.0% 

Mean 3.9% 3.3% 3.1% 5.7% 5.5% 5.8% 4.6% 0.5% 

Median 4.0% 1.7% 2.7% 5.0% 4.5% 6.1% 4.6% 0.1% 

Composite - Mean 7.2% 7.0% 9.6% 9.4% 9.7% 8.5% 

Composite - Median 5.7% 6.7% 9.0% 8.5% 10.1% 8.6% 

Bulkley Proxy Group 

ALLETE 
American Electric Power Xo, 
Clem Corp 
Empire District Electric 
First Energy Corp 
Great Plains Energy, Inc. 
Hawaiian Electric Industries, Inc. 
IDACORP. Inc. 
Otter Tail Corp 
Pepco Holdings, Inc. 
Pinnacle West Capital Corp 
Portland General Electric 
Southern Company 
Westar Energy 

3.9% 
4.1% 
3.2% 
4.6% 
5.2% 
3.8% 
4.6% 
3.2% 
4.1% 
5.1% 
3.8% 
3.5% 
4.5% 
4.2% 

2.2% 
4.1% 
5.4% 
1.2% 
3.2% 
1.7% 
1.6% 
5.2% 

1.2% 
2.2% 
2.8% 
3.3% 
2.4% 

2.8% 
3.8% 
4.7% 
2.7% 
2.0% 
2.8% 
2.3% 
4.3% 
1.8% 
1.3% 
3.5% 
3.5% 
3.7% 
3.3% 

2.5% 
3.2% 
7.3% 

2.0% 
5.5% 

2.5% 
6.8% 
4.2% 
3.7% 

4.8% 
4.2% 
7.7% 
3.8% 
2.0% 
5.0% 
4.0% 
4.5% 
7.8% 
3.0% 
3.5% 
3.5% 
4.0% 
4.0% 

6.0% 3.7% 7.6% 
3.6% 3.8% 7.9% 
8.0% 6.6% 9.8% 
3.0% 2.7% 7.2% 
2.9% 2.5% 7.7% 
6.3% 3.9% 7.8% 
3.3% 2.7% 7.3% 
4.0% 4.7% 7.9% 
6.0% 5.2% 9.4% 
4.8% 2.6% 7.7% 
6.0% 3.5% 7.3% 
4.8% 4.3% 7.8% 
4.8% 4.0% 8.5% 
4.8% 3.6% 7.8% 

Mean 4.1% 2.8% 3.0% 4.2% 4.4% 4.9% 3.8% 8.0% 

Median 4.1% 2.4% 3.1% 3.7% 4.0% 4.8% 3.7% 7.8% 

Composite - Mean 7.0% 7.2% 8.3% 8.6% 9.0% 8.0% 

Composite - Median 6.5% 7.2% 7.8% 8.1 % 8.9% 7.9% 

Note: negative values not used in calculations. 

Sources: Prior pages of this schedule. 
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STANDARD & POOR'S 500 COMPOSITE 

RISK PREMIUMS 
20-YEAR U.S. TREASURY BOND YIELDS 

20-Y EAR 
T-BOND RISK 

Year E P S  BVPS ROE YIELD PREMIUM 

1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 

$1 2.33 
$1 4.86 
$14.82 
$1 5.36 
$1 2.64 
$1 4.03 
$1 6.64 
$14.61 
$14.48 
$1 7.50 
$23.75 
$22.87 
$21.73 
$16.29 
$1 9.09 
$21.89 
$30.60 
$33.96 
$38.73 
$39.72 
$37.71 
$48.17 
$50.00 
$24.69 
$27.59 
$48.73 
$58.55 
$69.93 
$81 5 1  
$66.17 
$14.88 
$50.97 
$77.35 
$86.58 

$79.07 
$85.35 
$94.27 
$1 02.48 
$1 09.43 
$1 12.46 
$1 16.93 
$1 22.47 
$1 25.20 
$1 26.82 
$1 34.04 
$141.32 
$147.26 
$1 53.01 
$1 58.85 
$1 49.74 
$1 80.88 
$1 93.06 
$215.51 
$237.08 
$249.52 
$266.40 
$290.68 
$325.80 
$338.37 
$321.72 
$367.1 7 
$414.75 
$453.06 
$504.39 
$529.59 
$451.37 
$51 3.58 
$579.14 
$613.14 

15.00% 
16.55% 
15.06% 
14.50% 
11.39% 
12.23% 
13.90% 
11.80% 
1 1.49% 
13.42% 
17.25% 
15.85% 
14.47% 

12.37% 
13.24% 

10.45% 

16.37% 
16.62% 
17.11% 
16.33% 
14.62% 
17.29% 
16.22% 
7.43% 
8.36% 
14.15% 
14.98% 
I 6. I 2% 
17.03% 
12.49% 
3.03% 

14.16% 
14.52% 

10.56% 

7.90% 
8.86% 
9.97% 
11.55% 
13.50% 
10.38% 
11.74% 
11.25% 
8.98% 
7.92% 
8.97% 
8.81 % 
8.19% 

7.29% 
7.17% 
6.59% 
7.60% 
6.1 8% 
6.64% 
5.83% 
5.57% 
6.50% 
5.53% 
5.59% 
4.80% 
5.02% 
4.69% 
4.68% 
4.86% 
4.45% 
3.47% 
4.25% 
3.81 % 

8.22% 

7.1 0% 
7.69% 
5.09% 

-2.1 1 % 
I .85% 
2.1 6% 
0.55% 
2.51 % 
5.50% 
8.28% 
7.04% 
6.28% 
2.23% 
5.08% 

2.95% 

6.07% 
9.78% 
9.02% 

9.69% 
8.79% 
11.72% 
9.72% 
1.90% 
2.77% 
9.35% 
9.96% 
11.43% 
12.35% 

10.93% 

7.63% 

7.09% 
9.91 % 
10.71% 

-1.42% 

Average 6.46% 

Source: Standard & Poor's Analysts' Handbook, lbbotson Associates Handbook. 
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COMPARISON COMPANIES 
CAPM COST RATES 

RISK-FREE RISK CAPM 
COMPANY RATE BETA PREMIUM RATES 

Parcell Proxy Group 

Cleco Corp 
El Paso Electric Co. 
Great Plains Energy, Inc. 
Hawaiian Electric 
Otter Tail Corp 
Pepco Holdings 
PNM Resources 
UIL Holdings 

2.69% 
2.69% 
2.69% 
2.69% 
2.69% 
2.69% 

2.69% 
2.69% 

0.65 
0.70 
0.75 
0.70 
0.90 
0.75 
0.95 
0.70 

5.42% 
5.42% 
5.42% 
5.42% 
5.42% 

5.42% 
5.42% 

5.42% 

6.2% 
6.5% 
6.8% 
6.5% 
7.6% 
6.8% 
7.8% 
6.5% 

Mean 6.8% 

Median 6.6% 

Bulkley Proxy Group 

ALLETE 
American Electric Power Xo, 
Cleco Corp 
Empire District Electric 
First Energy Corp 
Great Plains Energy, InC. 
Hawaiian Electric Industries, Inc. 
IDACORP, Inc. 
Otter Tail Corp 
Pepco Holdings, Inc. 
Pinnacle West Capital Corp 
Portland General Electric 
Southern Company 

. Westar Energy 

2.69% 
2.69% 
2.69% 
2.69% 
2.69% 
2.69% 
2.69% 
2.69% 
2.69% 
2.69% 
2.69% 
2.69% 

2.69% 
2.69% 

0.70 
0.65 
0.65 
0.65 
0.75 
0.75 
0.70 
0.70 
0.90 
0.75 
0.70 
0.75 
0.55 
0.70 

5.42% 
5.42% 
5.42% 
5.42% 
5.42% 
5.42% 
5.42% 
5.42% 
5.42% 

5.42% 

5.42% 
5.42% 

5.42% 

5.42% 

6.5% 
6.2% 
6.2% 
6.2% 
6.8% 
6.8% 
6.5% 
6.5% 
7.6% 
6.8% 
6.5% 
6.8% 
5.7% 
6.5% 

Mean 6.5% 

Median 6.5% 

Sources: Value Line investment Survey, Standard & Poor's Analysts' Handbook, Federal Reserve. 
20-year Treasury Bonds 

Month Rate 
March, 2013 2.78% 

April, 2013 2.55% 
May, 201 3 2.73% 

Average 2.69% 
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STANDARD & POOR'S 500 COMPOSITE 
RETURNS AND MARKET-TO-BOOK RATIOS 

1992 - 2011 

RETURN ON M ARKET-TO 
YEAR AVERAGE EQUITY BOOK RATIO 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

201 0 

201 1 

Averages: 

1992-2001 

2002-2008 

12.2% 

13.2% 

16.4% 

16.6% 

17.1% 

16.3% 

14.6% 

17.3% 

16.2% 

7.5% 

8.4% 

14.2% 

15.0% 

16.1% 

17.0% 

12.8% 

3.0% 

10.6% 

14.2% 

14.6% 

14.7% 

12.4% 

271 % 

272% 

246% 

264% 

299% 

354% 

421 % 

481 % 

453% 

353% 

296% 

278% 

291 % 

278% 

277% 

284% 

224% 

187% 

208% 

208% 

341% 

275% 

2009-201 1 13.1% 201 % 

Source: Standard & Poor's Analyst's Handbook, 2012 edition, page 1. 



Exhibit-(DCP-I) 
Schedule 12 
Page 1 of 2 

RISK INDICATORS 

COMPANY 

VALUE LINE 
VALUE LINE VALUE LINE FINANCIAL 

SAFETY BETA STRENGTH 

S& P 
STOCK 

RANKING 

Parcell Proxy Group 

Cleco Cop 
El Paso Electric Co. 
Great Plains Energy, Inc. 
Hawaiian Electric 
Otter Tail Corp 
Pepco Holdings 
PNM Resources 
UIL Holdings 

I 
2 
3 
2 
3 
3 
3 
2 

2.4 

0.65 
0.70 
0.75 
0.70 
0.90 
0.75 
0.95 
0.70 

0.76 

A 
B++ 
B+ 
B++ 
B+ 
B 
B 

B++ 

B+ 

4.00 
3.67 
3.33 
3.67 
3.33 
3.00 
3.00 
3.67 

3.46 

3.00 
3.00 
3.00 
3.00 
3.00 
3.00 
3.00 
3.00 

3.00 

Bulkley Proxy Group 

ALLETE 
American Electric Power Xo, 
Cleco Corp 
Empire District Electric 
First Energy Corp 
Great Plains Energy, Inc. 
Hawaiian Electric Industries, Inc. 
IDACORP, Inc. 
Otter Tail Corp 
Pepco Holdings, Inc. 
Pinnacle West Capital Corp 
Portland General Electric 
Southern Company 
Westar Energy 

2 
3 
1 
2 
3 
3 
2 
3 
3 
3 
I 
2 
1 
2 

0.70 
0.65 
0.65 
0.65 
0.75 
0.75 
0.70 
0.70 
0.90 
0.75 
0.70 
0.75 
0.55 
0.70 

A 
B++ 
A 

B++ 
B+ 
B+ 
B++ 
B+ 
B+ 
B 
A 

B++ 
A 

B++ 

4.00 
3.67 

4 
3.67 
3.33 
3.33 
3.67 
3.33 
3.33 

3 
4.00 
3.67 
4.00 
3.67 

B 
B 
B 

B+ 
B+ 
B 
B 

B+ 
B 
B 
B 

NR 
A- 
B+ 

3.00 
3.00 

3 
3.33 
3.33 

3 
3 

3.33 
3 
3 

3.00 

3.67 
3.33 

Average 2.2 0.71 B++ 3.62 B+ 3.1 5 
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RISK INDICATORS 

VALUE LINE VALUE LINE VALUE LINE S & P  
GROUP SAFETY BETA FIN STR STK RANK 

S & P's 500 
Composite 2.7 1.05 B++ B 

Parcell Proxy Group 2.4 0.76 B+ B 

Bulkley Proxy Group 2.2 0.71 B++ B+ 

Sources: Value Line Investment Survey, Standard & Poor's Stock Guide. 

Definitions: 

Safety rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk. 

Beta reflects the variability of a particular stock, relative to the market as a whole. A stock with 
a beta of 1 .O moves in concert with the market, a stock with a beta below 1 .O is less variable 
than the market, and a stock with a beta above 1 .O is more variable than the market. 

Financial strengths range from C to A++, with the latter representing the highest level. 

Common stock rankings range from D to A+, with the later representing the highest level. 
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UNS ELECTRIC INC 
RATING AGENCY RATIOS 

Weighted Pre-Tax 
Item Percent cost cost cost 

Long-Term Debt 47.40% 5.97% 2.83% 2.83% 

Common Equity 52.60% 9.25% 4.87% 8.1 1% 

Total 100.00% 7.70% 10.94% I /  

I /  Post-tax weighted cost divided by .60 (composite tax factor) 

Pre-Tax coverage = . 3.87 =~0.94% 12.83% 

Standard & Poor's Utility Benchmark Ratios: 
Business Profile of "4" 

Pre-tax coverage 

Total debt to total capital 

A BBB 

3 . 3 ~  - 4 . 0 ~  2 . 2 ~  - 3 . 0 ~  

45%-52% 52%-62% 
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Equity analysts: Still too bullish 

After almost a decade of strlcter regulation, analysts’ earnings forecasts continue 
to  be excesslvely optlmlstlc. 

Marc H. Goedhart, 
Rlshl Ral, and 
Abhlshek Saxena 

No executive would dispute that analysts’ forecasts 
serve as an important benchmark of the current 
and future health of companies. To better under- 
stand their accuracy, we undertook research 
nearly a decade ago that produced sobering results. 
Analysts, we found, were typically overoptimistic, 
slow to revise their forecasts to reflect new 
economic conditions, and prone to making increas- 
ingly inaccurate forecasts when economic 
growth declined.’ 

Alas, a recently completed update of our work 
only reinforces this view-despite a series of rules 
and regulations, dating to the last decade, 
that were intended to improve the quality of the 

analysts’ long-term earnings forecasts, restore 
investor confidence in them, and prevent conflicts 
of interesL2 For executives, many of whom go 
to great lengths to satisfy Wall Street’s expectations 
in their financial reporting and long-term 
strategic moves, this is a cautionary tale worth 
remembering. 

Exceptions to the long pattern of excessively 
optimistic forecasts are rare, as a progression of 
consensus earnings estimates for the S8rP 500 
shows (Exhibit I). Only in years such as 2003 to 
2006, when strong economic growth generated 
actual earnings that caught up with earlier 
predictions, do forecasts actually hit the mark. 
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Exhibit 1 

Off the mark 

With few exceptions, 
aggregate earnings 
forecasts exceed realized 
earnings per share. 

S&P 500 companles 

- Analysts' forecasts over tlme for each year 0 Reallzed EPS for each year 

1.4 
1.3 
1.2 

E 1.1 

;:; c 0.8 
0.7 
0.6 
0.5 

'e 0.4 
a 0,3 

2008 

0.2 
0.1 

0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 l l 1 1  

1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 

Date of forecast1 

'Monthly forecasts. 
Source: Thornson Reuters I/B/E/S Global Aggregates; McKiiisey analysis 

Exhibit 2 

Overoptimistic 

Actual growth surpassed 
forecasts only twice 
In 25 years-both tlmes 
during the recovety 
following a recession. 

Earnings growth for S&P 500 companies, 
5-year rolling average, % 

- Forecast' - Actual2 

""\ 18 

16 

14 " A  
\ I 

Long-term 
average, % 

13 

7 

--z 0 . .. . .. . .... ... . .... .... . ," ," ",, . , , . . .  

-2 6 I I t t I f I t \  

7985-90 1987-92 1989-94 1991-96 1993-98 1995-00 1997-02 1999-04 2001-06 2003-08 '2004-09 

'Analysts' 5-year forecasts for long-term consensus earnings-per-share (EPS) growth rate. Oiir conclusions are sanie for growth 
bused on year-over-year earnings estimates for 3 years. 

'Actual compound annual growth rate (CAGR) of EPS; 2009 data arc not yet available, figures represent conscns~is estimate 
as of Nap 2009. 
Sourcc: Tholnson Reuten I/B/I?,/S Globd Aggregates; McKinscy analysis 
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Exhibit 3 

Less giddy 

Capital market expectations 
are more reasonable. 

" ., ̂", ,, ., ," ,,,.," ~ ,,,,, . ," ,,.,." ,..- "~ ^ .... .... .... ..... .... ....... ... __ 
Actual PIE ratio vs PIE ratio Implied by 
analysts' forecasts, S&P 500 composite Index 

- Implied analysts' expectations' - Actual2 

Long-term 
median, 
excludlng 
high-tech 
bubble phase 

20 

15 

7 
5 
1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 200g3 

f I t I i I I I t I 

'?/E ratio based on 1-year-forward earnings-per-shore ( E N )  estimate and estimated value of SLP 500. Ilstiiiieted value 
assti~~~es: for first 5 years. EFS growth rate inatehcs analysts' estimates thcii drops smoothly over next IO years 
to long-tem continuing-mluc growth ratc; continuing valuc based on growth rate of 6%; rctiirn on cquity is 13.5% 
(long-tern1 liistoiical median for S&P soo), nnd cost of equity is 9.5% in all periods. 

'Obsewcd P/E iatio bascd on S&P goo va111c and 1-year-foiward EPS estimate. 
%sed on data as of Nov '1009. 
Source: Thnnison Renters T/D/E/S Global hggregdtes; McKinsey analysis 

This pattern confirms our earlier findings that 
analysts typically lag behind events in revising their 
forecasts to  reflect new economic conditions. 
When economic growth accelerates, the size of the 
forecast error declines; when economic growth 
slows, it increases.3 So as economic growth cycles 
up and down, the actual earnings S&P 500 
companies report occasionally coincide with the 
analysts' forecasts, as they did, for example, in 
1988, from 1994 to 1997, and from 2003 to 2006. 

Moreover, analysts have been persistently overopti- 
mistic for the past 25 years, with estimates 
ranging from IO to 12 percent a year,4 compared 
with actual earnings growth of 6 percent.5 

Over this time frame, actual earnings growth 
surpassed forecasts in only two instances, 
both during the earnings recovery following a 
recession (Exhibit 2). On average, analysts' 
forecasts have been almost 100 percent too high.6 

Capital markets, on the other hand, are notably 
less giddy in their predictions. Except during the 
market bubble of iggg-2001, actual price-to- 
earnings ratios have been 25 percent lower than 
implied P/E ratios based on analyst forecasts 
(Exhibit 3). What's more, an actual forward P/E 
ratio7 of the S&P 500 as of November 11,2009- 
14-is consistent with long-term earnings 
growth of 5 percent.8 This assessment is more 
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reasonable, considering that long-term earnings 
growth for the market as a whole is unlikely 
to differ significantly from growth in GDP,9 as 
prior McKinsey research has shown.1° Executives, 
as the evidence indicates, ought to base their 
strategic decisions on what they see happening in 
their industries rather than respond to the 
pressures of forecasts, since even the market 
doesn’t expect them to do so. o 
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Marc H. Goedhart, Brendan Russell, and Zone D. Williams, 
“Prophets and profits,” rnckinseyquarterly.com, October 2001. 
US Securities and Exchange Coniinkdon (SEC) Regulation Fair 
Disclosure (FD), passed in 2000, prohibits the selective 
disclosure of nxttcrial inforination to sonic people but not others. 
The Sarbanes-Oxley Act of zoo2 includes provisions specifically 
intended to help iastorc. investor coiifidence in the. reporting 
of securities’ analysts, including a code of conduct for them and s 
requirement to disclose knowable conflicts of interest. The 
Global Settlement of2003 between itgulators and ten of the 
largest US investment firms aimed to prevent conflicts of interest 
between their analyst and invehinient businesses. 

earnings growth (S&P 500) and GDP growth is -0.55. 

of MRxh 2005) suggests that analysts forecast growth of 
more than io percent for 70 percent of S&P 500 companies. 

opthistic. 
We also analyzed trends for three-ycar etirnings-growth 
estimates hased on year-on-year earnings estimates providcd by 
the annlysts, where the sample size of analysts’ coverage is 
bigger. Our conclusions on the trend and the gap \is-A-vis actual 
earnings growth does not change, 

(EPS) estimate for 2010. 
Assuming n rcturn on equity (ROE) of 13.5 percent (the long- 
term historical average) ancl a cost of equity of 9.5 percent-the 
long-tcrm real cost of equity (7 percent) and inflation 
(2.5 percent). 

decades, which would indecd he consistent with nominal growth 
of 5 to 7 percent given current inflation of z to 3 percent. 

ball market?” mckinseyqurtrterly.coni, November 2001. 

3 The correlation between the absolute size of the error in forecast 

‘1 Our nnalysis of the distribution of five-year earnings growth (as 

5 Except igg8-~00i, when the growtb outlook became excessively 

7 Market-weighted and forward-looking eamings-pershare 

9 Rcal GDP has averaged 3 to 4 percent over past seven or eight 

‘?imoth,v Kollcr and 7;lne D. Williams, ’What happened to the 

Marc Qoedhart (Marc-GoedhartOMcKinsey.com) is a consultant in McKinsey’s Amsterdam office; 
Rlshl R 4  (Rishi-RajQMcKinsey.com) and Abhlshek Saxena (Abhishek-SaxenaOMcKinsey.com) are 
consultants in the Delhi office. Copyright Q 2010 McKinsey & Company. All rights reserved. 

http://rnckinseyquarterly.com
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LONG-TERM PROJECTIONS OF 
GROSS DOMESTIC PRODUCT GROWTH 

Social Security Administration 

Nominal 
Year Real GDP GDP Index GDP 

Nominal 
Year Real GDP GDP Index GDP 

2017 
201 8 
201 9 
2020 
2021 
2022 
2023 
2024 
2025 
2026 
2027 
2028 
2029 
2030 
2031 
2032 
2033 
2034 
2035 
2036 
2037 
2038 
2039 
2040 
2041 
2042 
2043 
2044 
2045 
2046 
2047 
2048 
2049 
2050 

3.30% 
3.00% 
2.40% 
2.20% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.20% 
2.10% 

2.04% 

2.38% 
2.41 % 
2.40% 
2.40% 
2.40% 
2.40% 

2.40% 

2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 

2.40% 

2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 

2.17% 

2.40% 

2.40% 

2.40% 

2.40% 

2.40% 
2.40% 

5.34% 
5.17% 
4.78% 
4.61 % 

4.50% 
4.50% 
4.50% 

4.50% 
4.50% 
4.50% 
4.50% 
4.60% 
4.60% 
4.60% 

4.60% 
4.60% 
4.60% 
4.60% 

4.60% 
4.60% 
4.60% 
4.60% 
4.60% 
4.60% 
4.60% 

4.50% 

4.50% 

4.60% 

4.60% 

4.60% 
4.60% 

4.60% 
4.50% 

4.60% 

2051 
2052 
2053 
2054 
2055 
2056 
2057 
2058 
2059 
2060 
2061 
2062 
2063 

' 2064 
2065 
2066 
2067 
2068 
2069 
2070 
2071 
2072 
2073 
2074 
2075 
2076 
2077 
2078 
2079 
2080 
2081 
2082 
2083 
2084 

2.1 0% 
2.1 0% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.1 0% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.10% 
2.00% 
2.00% 
2.00% 
2.00% 
2.00% 

2.40% 
2.40% 
2.40% 

2.40% 
2.40% 
2.40% 
2.40% 

2.40% 

2.40% 

2.40% 

2.40% 
2.40% 
2.40% 
2.40% 

2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 

2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 
2.40% 

2.40% 

2.40% 

4.50% 
4.50% 
4.50% 
4.50% 
4.50% 
4.50% 
4.50% 
4.50% 
4.50% 
4.50% 
4.50% 
4.50% 
4.50% 
4.50% 
4.50% 

4.50% 
4.50% 

4.50% 
4.50% 
4.50% 
4.50% 

4.50% 
4.50% 

4.50% 
4.50% 

4.50% 
4.40% 
4.40% 
4.40% 
4.40% 

4.50% 

4.50% 

4.50% 

4.40% 

Average 4.6% 

Source: 2012 OASDI Trustees Report. 
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LONG-TERM PROJECTIONS OF 
GROSS DOMESTIC PRODUCT GROWTH 

Energy Information Administration 

Annual Growth (2012-2035): 

Real GDP 2.5% 

GDP Chain-type Price Index 1.9% 

Nominal GDP Growth 4.4% 

Source: Energy Information Administration, Annual Energy Outlook 
201 2 with Projections to 2035. 
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EXECUTIVE SUMMARY 
UNS ELECTRIC, INC. 

DOCKET NO. E-04204A-12-0504 

ENERGY EFFICIENCY RESOURCE PLAN (“EERP”) 

UNS Electric, Inc. (“UNSE” or “Company”) is proposing an alternative approach to 
Energy Efficiency Standard compliance. This alternative approach includes a three-year pilot 
program that the Company maintains will allow it to invest in and deliver cost-effective Energy 
Efficiency (“EE”) programs to its customers. The Company would recover the cost of its EE 
investments, including a return on those costs, through UNSE’s existing Demand-Side 
Management (“DSM) Surcharge (“DSMS”). UNSE is proposing that the EERP will include the 
same type of program-related costs that are currently being recovered through the DSMS, 
including the costs of developing, implementing, and administering DSM/EE measures and 
programs along with a return on UNSE’s investments in DSM/EE. 

UNSE’s 2013 Energy Efficiency Implementation Plan is currently being litigated in 
Arizona Corporation Commission Docket No. E-04204A-12-0219. In that case, a resolution of 
the issues and Commission approval of the plan has not yet occurred. The issue of whether the 
Company will be able to achieve the energy efficiency goals for 2013 as required by Arizona 
Administrative Code (“A.A.C.”) R14-2-2404 and certain new energy efficiency programs are 
still outstanding. 

The Company maintains that it is undertaking an innovative departure, similar to that 
which was proposed by its sister company, Tucson Electric Power Company (“TEP”) in Docket 
No. E-01933A-12-0291, fi-om the way in which it traditionally finances and implements EE 
programs and measures because it believes that the adoption of cost-effective EE measures 
significantly enhances the Company’s ability to develop a balanced and low-cost resource 
portfolio. The Company states that its goal is to develop and deploy measures that provide the 
greatest operating efficiencies to UNSE’s generation, transmission, and distribution systems; 
reduce reliance on more costly generating resources; and provide customers with the most cost- 
effective DSM/EE programs. 

The Company also argues that its proposal would reduce and stabilize the rate impacts to 
customers, better synchronize the benefits of EE with their associated costs, provide a base level 
of certainty to program offerings, and eliminate the need to provide a performance incentive. 

The Company is requesting that the Commission approve a three-year, forward-loolung 
budget that totals $23,027,119, which includes $7,279,921, $7,697,093, and $8,050,105 for 2014 
through 2016, respectively. This results in average annual incremental costs of $7.68 million to 



UNSE’s customers. Additionally, UNSE is requesting that the Weighted Average Cost of 
Capital used be based on the debt and capital structure approved by the Commission in this 
proceeding. The Company is seeking an overall weighted cost of capital of 8.35 percent, which 
includes a cost of equity (“ROE) of 10.50 percent. However, the Company is requesting that 
the ROE should be increased by 200 basis points or 12.50 percent. 

Staff has a number of regulatory and policy concerns that lead to the conclusion that the 
Commission should reject the Company’s proposed EERP: 

(1) The Commission should reject the forward-looking concept proposed by UNSE. 

(2) The 200-basis-point increase to the ROE is excessive, unnecessary, and should be 
rejected. 

(3) Since cost recovery would be virtually secured, it is unclear that the proposed EERP 
would provide incentives to maximize the results of the program and, at the same 
time, provide cost-effective and efficient implementation of the programs. 

(4) The Company’s proposal would require that the Commission issue one or more 
waivers of the various requirements of A.A.C. R14-2, including: 

o A.A.C. R14-2-2405 - annual implementation plan 
o A.A.C. R14-2-2410 - monitoring plan 

At the Commission’s Open Meeting on June 11, 2013, the Commission ordered, as part 
of its decision in TEP’s rate case and related EERP proposal in Docket No. E-O1933A-12-0291, 
that a generic docket be opened to review energy efficiency and cost recovery mechanisms for 
all Arizona utilities. As a result of the Commission’s determination in the TEP case, Staff is 
deferring proposing a cost recovery methodology to that generic docket. 

TRANSMISSION COST ADJUSTOR 

UNSE is proposing a Transmission Cost Adjustor (“TCA”) that will provide a 
mechanism to recover transmission costs on a more timely basis. As proposed, UNSE’s retail 
base rates will include a transmission cost element reflective of the current Federal Energy 
Regulatory Commission Open Access Transmission Tariff (“FERC OATT”) rate. As the OATT 
rate changes, UNSE is requesting that the TCA will be adjusted to collect any difference between 
the base rate amount and the new rate. UNSE proposes that the TCA will apply to all of UNSE’s 
retail electric rate schedules and will be similar to the transmission cost adjustor originally 
approved for Arizona Public Service in Decision No. 67744 (April 7, 2005) and as modified in 
Decision No. 73183 (May 24, 2012). UNSE is proposing that the annual TCA adjustments be 
effective without affirmative Commission approval unless Staff requests review or the 
Commission orders otherwise. Staff is recommending approval of the TCA. 
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INTRODUCTION 

Q. 

A. 

Please state your name, occupation, and business address. 

My name is Michael J. McGany, Sr. I am President and CEO of Blue Ridge Consulting 

Services, Inc. My business address is 2131 Woodruff Road, Suite 2100, PMB 309, 

Greenville, SC 29607. 

BACKGROUND AND QUALIFICATIONS 

Q- 
A. 

Please state your experience and educational background. 

I have been President of Blue Ridge Consulting Services, Inc. since 2004. In my career, I 

have overseen or been part of numerous rate case audits, prudency reviews, and 

management and operational audits. I have worked with clients to manage various aspects 

of the regulatory and rate case process; prepared supporting analyses and testimony for 

submission to regulatory bodies and intervenors; prepared revenue requirement and cost of 

service analyses; and developed complex revenue requirement models to present 

alternative positions to utilities’ proposed rate requests. Prior to assuming my present 

position, I was Vice President of East Coast Operations from July 2003 to June 2004 with 

Hawks, Giffels & Pullin (“HGP”), Inc. In that position, I was responsible for developing 

and overseeing client engagements in utility regulatory affairs, management audits, and 

rate case management. From August 2001 to July 2003, I was an independent consultant 

working on a number of different projects, including a renewavupdate of delivery service 

tariffs for Illinois Power and several utility street lighting cost benefit assessment projects. 

From June 2000 until August 2001, I was a senior consultant with Denali Consulting, Inc., 

a utility supply chain and e-procurement strategy and implementation firm. From October 

1997 through June 2000, I was employed by Navigant Consulting, Inc. and several of its 

predecessors or acquired firms, working on a number of different projects, including a 

management audit of Southern Connecticut Gas Company and the original delivery 
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service tariff filing for Illinois Power. From July 1985 through October 1997, I was 

employed by the New York State Department of Public Service (“NYSDPS”) in its Utility 

Operational Audit Section in which the staff conducted focused operational audits in many 

facets of utility operations for all sectors of the utility industry, including gas, electric, 

telecommunications, and water. Prior to my employment with the NYSDPS, I was a rate 

analyst with Orange and Rockland Utilities (1981 to 1983) and then with Seminole 

Electric Cooperative (1983 to 1985). I received my Masters of Business Administration 

fiom the State University of New York (“SUNY”) at Buffalo in 1996 and a Bachelor of 

Arts in Economics fiom Potsdam College in 1981. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Have you prepared an attachment summarizing your educational background and 

regulatory experience? 

Yes. Attachment MJM-1 provides details concerning my experience and qualifications. 

Have you previously testified before the Arizona Corporation Commission? 

Yes. I recently testified in Tucson Electric Company’s base rate filing in Docket No. 

E-01933A-12-0291, where I proffered testimony on TEP’s proposed energy efficiency 

resource plan, its related cost recovery mechanism, and the Company’s proposed 

environmental cost adjustor (“ECA”). In addition, I also testified in Arizona Public 

Service Company’s ((‘A”’’) base rate filing in Docket No. E-01345A-11-0224, where I 

proffered testimony on APS’ proposed infrastructure tracking mechanism, power supply 

adjustor, and tariffs. 

Have you testified before commissions in other jurisdictions? 

Yes. I have testified in Delaware, Illinois, Maine, Maryland, Michigan, Missouri, New 

York, North Dakota, Nova Scotia, Ohio, and Utah. These proceedings included testimony 
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involving revenue requirements, power supply costs, management decisions and prudence 

impacts, operations and maintenance expenses, capital investments, and project 

management. A complete list is included in Attachment MJM- 1. 

I have also presented topics before staff groups fiom regulatory commissions, NARUC 

sub-committee groups, and as a program faculty member for the Institute of Public 

Utilities at Michigan State University. Topics presented include management auditing and 

prudence reviews, company service costs and allocations, forecasting methodology and 

modeling, revenue requirements, rate base, and price regulation theory. 

PURPOSE OF TESTIMONY 

Q. 
A. 

Q. 
A. 

Q. 

A. 

On whose behalf are you testifying? 

I am appearing on behalf of the Arizona Corporation Commission (“Commission”) 

Utilities Division Staff (“Staff’). 

What is the purpose of the testimony you are presenting? 

I am presenting the Staffs position with respect to (1) UNS Electric, Inc.’s (“UNSE” or 

“Company”) proposed Energy Efficiency Resource Plan (“EERI”’) and (2) Transmission 

Cost Adjustor (“TCA”). 

Was this testimony and the supporting analyses prepared by you or under your 

direct supervision? 

Yes, it was. 
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Q Please briefly describe the information you reviewed in preparation for your 

testimony. 

I have reviewed the Company’s testimony and exhibits and data request responses 

provided by the Company to the various parties to this proceeding. 

A. 

CONTENT OF ATTACHMENTS TO TESTIMONY 

Q. 

A. 

Have you attached any exhibits to your testimony? 

Yes. The following exhibit is included with my testimony. 

MJM- 1 Michael J. McGany, Sr. Experience and Qualifications 

ENERGY EFFICIENCY RESOURCE PLAN (“EERP”) 

Q- 
A. 

Please describe the EERP proposed by the Company. 

The Company is proposing what it describes as an alternative and “improved approach to 

Energy Efficiency Standard (“EES’) compliance.”’ This “improved approach” includes a 

three-year pilot program that the Company maintains will allow it to invest in and deliver 

cost-effective Energy Efficiency (“EE”) programs to its customers. The Company would 

recover the cost of its EE investments, including a return on those costs, through UNSE’s 

existing Demand-Side Management (“DSM’) Surcharge (“DSMS’’). UNSE is proposing 

that the EERP will include the same type of program-related costs that are currently being 

recovered through the DSMS including the costs of developing, implementing, and 

administering DSMEE measures and programs along with a return on UNSE’s 

investments in DSMEE? 

~ 

’ Direct testimony of Denise A. Smith, Page 2, Lines 14-15 
* Direct testimony of Denise A. Smith, Page 15, Lines 19-22 
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Q. 
A. 

Q. 
A. 

Does the EERP include a performance incentive? 

No. The Company has eliminated the performance incentive in this plan. 

What does UNSE proffer as the benefits of the Company’s proposed plan? 

Company Witness Denise A. Smith states, 

“UNS Electric’s EE Resource Plan is a win-win proposition for all stakeholders. 
Customers would benefit fiom predictable DSMS that allows them to plan for their 
energy expenses while gaining greater assurance that UNS Electric’s EE programs 
will be available over a multi-year timefiame. The local contractors who manage 
such programs will enjoy greater certainty regarding program funding levels. The 
Commission and its Staff would benefit fiom a reduction in the administrative 
burden associated with annual reviews of UNS Electric’s EE Implementation 
Plans. Finally, UNS Electric will have more certainty about the energy savings to 
incorporate into its resource and system planning and will realize a reasonable 
return fiom its EE  investment^."^ 

The rate that customers would be charged would be based on a three-year planning 

horizon for UNSE’s EE programs. The Company is proposing that the DSMS rate would 

be set in advance and recover the cost of the UNSE’s investment plus a return, resulting in 

“moderate, predictable year-over-year increases to ease customers into the increasing costs 

of EES c~mpliance.’’~ Witness Smith argues, “[Tlhe most efficient way to provide cost- 

effective EE is to treat it like any other resource in our IRP proce~s.”~ As Witness Smith 

states, 

“Under UNS Electric’s proposal, the Company would determine the most cost- 
effective EE option appropriate for its particular system, invest its capital to 
procure that resource, and recover the associated costs - including the amortization 
expense and an appropriate return on investment -through the DSMS.”6 

Direct Testimony of Denise A. Smith, page 5, lines 22-27, page 6 lines 1-4. 
Direct Testimony of Denise A. Smith, page 5, lines 6-7. 
Direct Testimony of Denise A. Smith, page 5, lines 10-1 1. 
Direct Testimony of Denise A. Smith, page 5, line 11-1 5. 
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Witness Smith points out that the capital invested in such programs will be considered a 

regulatory asset and amortized over a four-year term7 

Q. 
A. 

Q. 
A. 

What are the EE plan costs that are being proposed for inclusion in the plan? 

As mentioned above, the Company is requesting that the Commission approve a three- 

year, forward-looking budget that totals $23,027,120, which includes $7,279,92 1, 

$7,697,093, and $8050105 for 2014 through 2016, respectively.* This results in average 

annual incremental costs of $7.68 million to UNSE’s customers. The current budget is 

approximately $5.5 million per year. 

What rate of return on EE investments is UNSE requesting? 

UNSE is requesting the Weighted Average Cost of Capital used be based on the debt and 

capital structure approved by the Commission in k s  proceeding. The Company is 

seeking an overall weighted cost of capital of 8.35 percent, which includes a cost of equity 

(ROE) of 10.5 percent.’ However, the Company is requesting that the ROE should be 

increased by 200 basis points or 12.5 percent to “reflect the n?ure of the investment.”1° 

To support this 200-basis-point increase, Witness Smith states: 

Unlike its investments in power plants, buildings, computers and other assets with 
independent market value, UNS Electric’s EE expenditures produce only 
intangible assets with no value outside of the Commission’s rules. That is why the 
creation of a regulatory asset - the value of which is derived solely from the 
Commission’s authorization - is required to allow UNS Electric to recover and 
earn a return on its EE investment. The nature of this investment justifies this 
higher rate of return, since intangible assets do not necessarily provide UNS 
Electric with the same financial benefits as tangible, saleable assets.” 

Direct Testimony of Denise A. Smith, page 5, line 15-18. 
Direct Testimony of Denise A. Smith, page 7, Lines 1-5. 
UNSE Application, page 5, lines 17-1 9. 

lo Direct Testimony of Denise A. Smith, page 6 line 10. ’’ Direct Testimony ofDenise A. Smith, page 6 lines 10-18. 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

What does the Company conclude regarding its proposed EE Resource Plan? 

Witness Smith makes the following statement: 

UNS Electric is undertaking an innovative departure fiom the way in which we 
traditionally finance and implement EE programs and measures, because we 
believe that the adoption of cost-effective EE measures significantly enhances the 
Company’s ability to develop a balanced and low cost resource portfolio, which is 
certainly in the best interest of our customers. Our goal is to develop and deploy 
measures that provide the greatest operating efficiencies to UNS Electric’s 
generation, transmission and distribution systems; reduce reliance on more costly 
generating resources; and provide customers with the most cost effective DSM/EE 
programs. By “putting our skin in the game” the Company is taking on additional 
risk by investing in a regulatory asset that derives value only as a result of an order 
of the Commission authorizing UNS Electric to recover its costs from customers.12 

Do you recommend that the Commission approve the EERP as proposed by the 

Company as in the best interest of the customer at this time? 

No. 

Please describe your understanding of the Commission’s recent directives related to 

EE in Arizona. 

At the Commission’s “Open Meeting” held on Tuesday June 11, 2013, the Commission 

directed that a generic docket be opened for all interested parties and stakeholders to 

address EE and cost recovery methodologies. This directive came out of the 

Commission’s deliberations related to TEP’s EE Plan and proposed cost recovery 

methodology in Docket No. E-01933A-12-0291. However, it is my understanding that 

this directive applies equally to UNSE and the other utilities in Arizona under the 

Commission’s jurisdiction. As a result, the Commission approved the status quo for 

l2 Direct Testimony of Denise A. Smith, page 13, Lines 24-27 & Page 14, Lines 1-8 
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TEP’s EE programs and cost recovery mechanism but deferred discussion of energy 

efficiency and associated cost recovery mechanisms to this generic proceeding. As a 

result, Staff will provide its position related to EE and/or cost recovery methodologies in 

that generic docket. 

Q. 

A. 

Q. 
A. 

Are your criticisms of UNSE’s proposed cost recovery mechanism similar to that of 

what you stated in the TEP case - E-01933A-12-0291? 

With reserving the flexibility to modify or adopt contrary positions based on further 

analysis in the generic docket, I have a number of regulatory and policy concerns that I 

believe the Commission should consider that lead me to the conclusion that the 

Commission should reject the Company’s EERP as proposed in this Docket. 
The Commission should reject the forward-looking concept proposed by UNSE. 

The 200-basis-point increase to the ROE is excessive, unnecessary, and should 
be rejected. 

Since cost recovery would be virtually secured, it is unclear that the proposed 
EERP would provide incentives to maximize the results of the program and, at 
the same time, provide cost-effective and efficient implementation of the 
programs. 

The Company’s proposal would require that the Commission issue one or more 
waivers of the various requirement of Arizona Administrative Code R14-2, 
including: 

o 
o A.A.C. R14-2-2410 -monitoring plan 

A.A.C. R14-2-2405 - annual implementation plan 

Are you recommending an alternative plan? 

Not at this time. Given the Commission’s directive at the June 11,2013 Open Meeting, I 

believe that discussion is best left to that proceeding. 
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Q. 
A. 

Q* 
A. 

Do you have any recommendations regarding EE? 

Yes. Consistent with the Commission’s action in the TEP rate case, Staff has the 

following recommendations: 

(1) The methodology for recovery of approved EEDSM costs should be reviewed, 
established and approved as part of the Commission’s EE Implementation Plan 
proceedings for UNSE, consistent with the outcome of the generic docket 
proceedings. 

(2) The performance incentives, tied to the cost-effective energy savings, should 
be reviewed, established and approved as part of the Commission’s EE 
Implementation Plan proceedings for UNSE, consistent with the outcome of 
the generic docket proceedings. 

Does this conclude your testimony on the EERP? 

Yes, it does. 
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TRANSMISSION COST ADJUSTOR (“TCA”) 

Q. 
A. 

Q. 
A! 

Q. 
A. 

Q. 
A. 

What is the transmission cost adjustor? 

As identified in the Company’s proposed TCA Plan of Administration (“POA”), the TCA 

is “a mechanism to recover transmission costs associated with serving retail customers at 

the level approved by [FERC] at the same time as new transmission rates become 

effective for V S  Electric] transmission  customer^."'^ 

Please describe your understanding of the Company’s proposal regarding the TCA. 

UNSE proposes that retail base rates will include a transmission cost element reflective of 

the current FERC Open Access Transmission Tariff (“OATT”) rate. As the OATT rate 

changes (annually) and prior to new base rates, the difference between the transmission 

cost element in current base rates and the changed OATT rate will result in a TCA 

adjustment of retail rates.14 

What reasons does the Company proffer for the proposed TCA? 

In its application, UNSE states that its proposed TCA (along with its other proposals to 

moderate future rate impacts) will help customers to better manage their energy expenses, 

assist the Company to synchronize recovery of costs, improve its opportunity to earn the 

authorized rate of return, and manage its capital expenditures and related financing needs, 

thus reducing the borrowing costs ultimately borne by its c~stomers.’~. 

Do you agree? 

Cost trackers, such as the TCA, are becoming more prevalent in the industry. However, as 

I have testified before this Commission, I and many industry experts caution against the 

l3  Company Exhibit CAJ-6, 1. General Description 
l4  Company Application, 6: 19-23. *’ Company Application, 6:13-17. 
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overuse of these trackers. Several disadvantages are related to cost tracker overuse, such 

as (1) weakening the incentive of a utility to control costs, (2) undercutting the positive 

effects of regulatory lag, (3) biasing a utility’s technological and investment decisions, (4) 

motivating utilities to shift more costs to functions subject to trackers, (5) diluting 

frequency and quality of cost reviews, (6) having the tendency to be more complicated and 

burdensome to both the Commission staff and to consumers, and (6) producing a negative 

perception by consumers due to more frequent press reports of “rate increase.” Although 

all of these reasons certainly do not apply in the Company’s specific proposal in this case, 

they are concerns which should be considered as the Commission determines whether to 

approve cost trackers such as the TCA. 

Q. 
A. 

Q. 

A. 

Please continue. 

In my opinion, there should be certain eligibility criteria for creating and expanding cost 

trackers. One criterion would be to allow a cost tracker only for extraordinary 

circumstances, such as costs outside a utility’s control, costs that are unpredictable and 

volatile, and costs that are substantial and recurring. Additionally, another criterion for 

allowing a cost tracker would be to mitigate severe financial consequences. In the current 

case, UNSE believes the change in the FERC OATT rates is a cost beyond its control. In 

its most recent rate case (Docket No. E-O1345A-11-0224), APS made a similar claim, and 

the Commission granted it the TCA modifications it sought.16 

Is the Company’s proposed TCA similar to the APS TCA approved by the 

Commission in Decision No. 73183? 

Yes. The UNSE-proposed TCA is similar to the TCA approved for APS in the original 

Decision No. 67744 (April 7,2005) and then modified in Decision No. 73183 (May 24, 

l6 Arizona Corporation Commission, Decision No. 73183, May 24,2012. 
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2012). In fact, a side-by-side comparison of the POAs of both TCAs reveals that they are 

basically the same with mostly only minor differences (e.g., company identification and 

effective dates, but one substantive difference. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What is the single substantive difference to which you refer between the APS POA 

and the proposed UNS Electric POA? 

Under Section 3 “Filing and Procedural Deadlines,” the proposed POA states, “The new 

TCA rates shall be effective in the first billing cycle after the date of the Informational 

Filing unless otherwise ordered by the Commission.” In a similar statement of the 

Commission-approved A P S  TCA POA, the words “StafT requests Commission review or” 

are inserted between “unless” and “otherwise.” 

Why do you think the Company failed to include that phrase in its proposed TCA? 

The Company did include the phrase in its Appli~ation.’~ Therefore, I believe its absence 

in the POA was simply an oversight. 

What is your recommendation? 

I recommend approval of the TCA mechanism as described by the Company in its 

Application and corresponding testimony. I also recommend approval of the TCA POA 

with the one modification of including the phrase “Staff requests Commission review or” 

between the words “unless” and “otherwise” in section 3, “Filing and Procedural 

Deadlines .” 

Does this conclude your testimony related to TCA? 

Yes. It does. 

l7 UNS Electric Application, 6:26-27. 



MJM-1 
Experience and Qualification of Michael J. McGarry, Sr. 

Summary 
Mr. McGany’s professional experience spans thirty-one years within the private 

and public sectors. He has conducted over thlrty comprehensive management and 
operational audits of investor-owned energy, telecommunications, and water utilities. 
These audits have included comprehensive management audits andor operational audits 
on most utility functions including corporate governance, strategic planning, internal 
auditing, capital and operating budget process and practices, distribution operations and 
maintenance, fuel procurement, supply chain management, demand side management, 
crew operations, affiliates transactions, commodity trading, and construction program 
practices. 

Project Management 
Mr. McGarry’s experience includes management of multi-discipline teams for a 

wide range of client engagements, development and implementation of detailed work 
plans and project schedules. He has analyzed and planned interdivisional resource 
utilization; supervised, developed and coached interdivisional team members; and created 
numerous executive reports, briefings, and presentations. 

Regulatory and Rate Case Management 
Mr. McGany has worked with clients to manage all aspects of the regulatory and 

rate case process. He has developed efficient processes to prepare supporting analyses 
and testimony for submission to the regulatory bodies and interveners. He is a seasoned 
project manager and has analytical expertise to respond to interrogatories and data 
requests from all rate case interveners in a timely manner. Mr. McGarry has assisted a 
number of clients in preparing revenue requirement and cost of service analyses. He has 
also developed rate structure and billing determinant information analyses, time of day and 
interruptible rates analyses, fuel and purchased power reports, and annual wholesale rates for 
member cooperatives. He has developed complex revenue requirement models to present 
alternative positions to a utility’s proposed rate request. 

Testimony and Witness Preparation 
Mr. McGarry has proffered andor supported testimony in Arizona, Colorado, 

Delaware, Illinois, Maine, Maryland, Michigan, Missouri, New York, North Dakota, 
Nova Scotia, Ohio, Pennsylvania and Utah. These proceedings included testimony 
involving management decision and prudence impacts, operations and maintenance 
expenses, capital investments, revenue requirements, project management, and others. 

Utility Management and Operational Audits 
Mr. McGany has conducted over thlrty comprehensive management and 

operational audits of investor-owned energy and telecommunications utilities. These 
audits have included comprehensive management audits andor operational audits on 
most functions within the utility environment including corporate governance, strategic 
planning, internal auditing, capital and operating budget processes and practices, 
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distribution operations and maintenance, fuel procurement, supply chain management, 
demand side management, crew operations, affiliates transactions, commodity trading, 
and construction program practices. 

Restructuring, Unbundling, and Cost Allocation 
Mr. McGarry has developed the supporting analyses and regulatory filing 

requirements needed to support unbundling rates for utilities. This has included detailed 
studies where the company’s plant-in-service and depreciation reserve was allocated to 
each unbundled function. He has assessed utility management actions to prepare the 
company for competition, includmg the processes and practices used by the utility to 
prepare to enter new markets and offer new services. 

Training and Public Speaking 
Mr. McGarry has presented topics before Commission staff groups, NARUC sub- 

committee groups, and as a program faculty member (2010 & 201 1) for the Institute of 
Public Utilities at Michigan State University. Topics presented include management 
auditing and prudence reviews, service company costs and allocations, forecasting 
methodology and modeling, revenue requirements, rate base, price regulation theory, and 
cost trackers. 

Education 
Potsdam College, B.A., Economics, 1981 
University at Buffalo School of Management, MBA, 1996 

Regulatory Experience 
Before the Arizona Corporation Commission CAZCC) 
Docket No. 12-0291 Application of Tucson Electric Power Company for Just and 
Reasonable rates and charges to realize a reasonable rate of return in Arizona, before 
the AZCC. August 2012 - present 
Project Manager and Testifying Witness. Oversaw analysis and assessment of the 
company’s proposed cost of service and rate design, cost of capital and return on equity, 
and energy efficiency mechanisms. Will provide written testimony in support of Staff’s 
position regarding energy efficiency mechanisms and environmental compliance 
adjustor. 

Docket No. 11-0224 Arizona Public Service Company Rate Case, before the AZCC. July 
201 1-March 2012 
Project Manager and Testifying Witness. Analyzed the company’s proposed infrastructure 
Tracking Mechanism, power supply adjustor, and tariffs. Testimony filed November 20 1 1. 

Before the Connecticut Public Utilities Regulatory Authority (PURA) 
Docket 10-02-13 Application of Aquarion Water Company to Amend its Rate Schedules 
On behalf of the PURA. April-August 2010 
Project Manager. Oversaw rate case analysis and assessment of the company’s proposed 
revenue requirement specifically related to cash working capital and test year expenses. 
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Assisted with analysis of specific issues and preparation of Commission’s recommended 
decision. 

Docket 07-07-0 1 Diagnostic Management Audit of Connecticut Light & Power Company. 
On behalf of the Staff of the PURA. July 2008-June 2009 
Project Manager. Performed overall day to day project management responsibilities to 
conduct a diagnostic management audit of the Connecticut Light & Power Company 
(CL&P). Managed a project team of accountants, engineers and industry specialists who 
were responsible for evaluating the effectiveness of the management and operations of all 
aspects of the company. In addition, managed a focused prudency review of Northeast 
Utilities’ (CL&P’s parent company) development and implementation of a $122 million 
customer information system known as Customercentral or C2. 

Before the Delaware Public Service Commission (DEPSC) 
Docket No. 11-528 On behalf of the Staff of the DEPSC in the matter of the application 
Delmawa Power & Light Company (DPL) for approval of modifcations to its electric 
base rates. January-July 20 12 
Project Manager and Testifjmg Witness. Oversaw rate case analysis and assessment of 
the company’s proposed inter-company allocations. Provided expert testimoay regarding 
the impact of the sale of Conectiv Energy on inter-company allocations and the resulting 
impact on revenue requirements. 

Docket No. 09-414 On behalfof the S ta fo f  the DEPSC in the matter of the application 
of Delmawa Power & Light Company (DPL) for approval of modifcations to its electric 
base rates. September 2009-May 2010 
Project Manager. Oversaw rate case analysis and assessment of the company’s proposed 
revenue requirement. Assisted with analysis of specific issues and preparation of witness 
testimony. 

Docket No. 07-239F On behalfof the Staffof the DEPSC in the matter of the application 
DPL for approval of modifcations to its gas cost rates. October 2007-April 2008 
Project Manager and Testifjmg Witness. Oversaw review of DPL gas hedging program 
and testified to the findings and conclusions. 

Docket No. 06-287 On behalf of the Staff of the DEPSC in the matter of Chesapeake 
Utilities Corporation ’s implementation of a Gas Hedging program. June-August 2007 
Project Manager. Provided industry expertise and suggestions to the Commission on a 
proposal plan to implement a gas hedging procurement program at the company. 

Docket No. 06-284 On behalf of the Staff of the DEPSC in the matter of DPL’s request 
for a $I 5M increase in gas base rates. October 2006-March 2007 
Project Manager and Testifying Witness. Testified on several rate base and revenue 
requirement issues. Recommended Commission reduce proposed rate increase request to 
$8.4M(56%). 
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Before the District of Columbia Public Service Commission (DCPSC) 
Formal Case No. 1093 In the Matter of the Investigation into the Reasonableness of 
Washington Gas Light Company’s (WGL) Existing Rates and charges for Gas Service 
On Behalf of the DCPSC. June 2012-present 
Project Manager and Lead Consultant. Managed team of consultants providing advisory 
services to Commissioners and Staff on proposed revenue requirements, rate base, and 
rate design. Led analysis of revenue requirements, fuel costs, uncollectibles, 
environmental issues affecting rate base, inventory adjustments, plant in service, 
construction work in progress, research and development issues, safety initiatives, 
affiliate allocations, and energy funds. 

Formal Case No. 1087 In the Matter of the Application of the Potomac Electric Power 
Company (PEPCO) for Authority to Increase Existing Retail Rates and Charges for 
Electric Distribution Service 
On Behalf of the DCPSC. September 201 1-present 
Project Manager and Lead Consultant. Advised Commissioners and Staff on proposed 
revenue requirements, rate base, rate design, reliability projects, and cost recovery 
mechanism. 

Formal Case No. 1076 In the Matter of the Application of PEPCO for Authority to 
Increase Existing Retail Rates and Charges for Electric Distribution Service. 
On Behalf of the DCPSC. July 2009-June 2010 
Project Manager. Advised Commission Staff on the company’s and intervener’s filings 
and testimony regarding revenue requirements, rate base, cost of service, rate design, bill 
stabilization, and depreciation. 

Formal Case No. 1053 - Technical consultant for  the DCPSC in the matter of PEPCO’s 
request for a $50.4 million increase in base rates. February 2007-June 2008 
Project Manager. Provided technical expertise to Commission in evaluating PEPCO’s 
rate case filing. Commission accepted adjustments which reduced the allowed increase by 
a significant percentage. 

Formal Case No. 1032 In the Matter of the Investigation into PEPCO’s Distribution 
Service Rates 
On Behalf of the DCPSC. January-March 2005 
Project Manager. Review and evaluation of PEPCO compliance filings for class cost of 
service and revenue requirements for distribution service pursuant to a settlement 
approved in May 2002. Provided analysis and recommended adjustments to Staff on 23 
designated issues and 13 company proposed adjustments. Proceeding was settled in 
anticipation of a full rate case for rates to be effective August 8,2007. 

Formal Case No. 1016 In the Matter of the Application of Washington Gas Light 
Company (WGL), District of Columbia Division, for Authority to Increase Existing Rates 
and Charges for Gas Service 
On Behalf of the DCPSC. June-December 2003 
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Project Manager and Consultant to Commissioners and Staff. Project Manager for the 
analysis of WGL’s rate filings. Provided analysis and recommended adjustments to the 
DCPSC Staff on WGL’s proposed increase to base rates. Advised the Commission during 
deliberations on party positions and possible recommendations. 

Before the Hawaii Public Utilities Commission 
Docket No. 05-0075 In the matter of a proceeding to investigate Kauai Island Utility 
Coop ’s Proposed Revised Integrated Resource Plan and Demand Side Management 
Framework. June 2005-January 2006 
Project Manager. Managed a team of consultants responsible for evaluating the impact of 
the changes proposed by the company. 

Before the Illinois Commerce Commission fILCC) 
Case: 05-0597 On behalf of the Illinois Citizens Utility Board, Cook County States 
Attorney’s Ofice and City of Chicago. November 2005-May 2006 
Project Manager and Testifjmg Witness. Provided analysis and recommended 
adjustments in the general rate increase of 20.1% or $320 million filed by ComEd. 

Consultant to Illinois Power Company. Conducted mandated compliance filing to un- 
bundle utility’s rate tariffs. Prepared filing requirements and all support schedules 
analysis to justify allocation of generation, transmission and distribution. Prepared 
testimony on behalf of the company’s controller. 

Consultant to Illinois Power Company. Prepared 2001 required update filing for the 
ILCC compliance filing to un-bundle utility’s rate tariffs. Prepared filing requirements 
and all support schedules analysis to justify allocation of generation, transmission and 
distribution. Prepared testimony on behalf of the company’s controller. 

Before Maine Public Utilities Commission (MEPUC) 
Case No 2008-1 5 1 MEPUC Investigation into Maintenance and Replacement Program 
for Northern Utilities Inc. ’s Cast Iron Facilities (Phase II) 
On behalf of Maine Public Advocate. July 2008-July 2010 
Project Manager and Testifying Witness. Litigated proceeding and led a consultant team 
to assist the State of Maine Public Advocate to follow-up on investigation for the need 
for the program and the company’s management of the repair or replacement of its cast 
iron facilities. 

Case No 2004-8 13 MEPUC Investigation into Maintenance and Replacement Program 
for Northern Utilities Inc. ’s Cast Iron Facilities (Phase I )  
On behalf of Maine Public Advocate. November 2004-March 2005 
Project Manager and Testifying Witness. Litigated proceeding and led a consultant team 
to assist the State of Maine Public Advocate to investigate the need for the program and 
the company’s management of the repair or replacement of its cast iron facilities. 
Participated in panel testimony regarding cost and risk of the program. 



Direct Testimony of Michael J. McGany, Sr. 
Docket No. E-04204A-12-0504 
Exhibit MJM-1, Page 6 

Before the Marvland Public Service Commission 
Case No. 909219093 (Phase 11) On behalf of the Staff of the Commission in Base Rate 
Proceeding for PEPCO and Delmawa Power & Light Company. December-March 2008 
Project Manager and Testifymg Witness. Provided rebuttal testimony on behalf of the 
Cornmission related to the reasonableness of the costs and charges of Pepco Holdings, 
Inc. Service Company. 

Case No. 9092 On behalf of the Staff of the Commission in Base Rate Proceeding for 
PEPCO. January-June 2007 
Project Manager. Reviewed and analyzed the company’s base increase request and all pro 
formas, adjustments to test year revenue requirement and supported witness testimony. 
Commission approved less than 20% of the company’s original request. 

Case No. 9062 On behalfof the Maryland Office of People’s Counsel in the matter of the 
application of Chesapeake Utilities Corporation for authority to revise its rates and 
charges for gas service. May-August 2006 
Project Manager. Managed a project team responsible for providing expert witness 
testimony in the areas of revenue requirements, rate base, cost of service, revenue 
allocation, rate design, revenue normalization, and cost of capital. 

Before the Massachusetts Department of Public Utilities (MAD P Q  
Case No. D.P.U. 08-1 10 On behalfof the MDPU regarding the Petition and Complaint of 
the Massachusetts Attorney General for an Audit of New England Gas Company. 
February-August 201 0 
Project Manager. Managed a project team of accountants and industry specialists who 
were responsible for evaluating the accuracy of the accounting records, practices and 
procedures used in the development of the company’s revenue requirements calculations 
in the company’s base rate request. 

Before the Michigan Public Service Commission 
Case No. U-16655 On behalfof the Attorney General of the State of Michigan (MAG) in 
the matter of the application of Consumers Energy Company (CECO) for authority to 
reconcile its renewable energy plan (REP) costs associated with the plan approved in 
Case No. U-15805 and Case No. U-16543. September 2012-present 
Project Manager and Testifying Witness. Review the company’s REP Cost 
Reconciliation for 2011 to ensure the adherence to approved processes and reasonable 
and prudent costs. Testified regarding the company’s methodology used to calculate its 
proposed PSCR expense. 

Case No. U-16656 On behalfof the MUG in the matter of the application of The Detroit 
Edison Company (DetEd) for authority to reconcile its REP costs associated with the 
amendedplan approved in Case No. U-I 6582. September 2012-present 
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Project Manager and Testifying Witness. Reviewed the company’s REP Cost 
Reconciliation for 2011 to ensure the adherence to approved processes and reasonable 
and prudent costs. Expected to testify at upcoming hearing. 

Case No. U-16434-R On behalfof the MIAG in the matter of the Application of DetEd for 
reconciliation of its 201 I power supply cost recovery (PSCR)plan. June 2012-present 
Project Manager and Testifying Witness. Reviewed PSCR plan requirements and 
provided analysis and testimony concerning prior year under-recovery of power supply 
costs, over-refund of the company’s residual Self-Implementation Refund, the company’s 
claimed credit to PSCR costs related to credit claimed by affiliate, FURS asset and 
liability balance resulting in over recovery, and Reduced Emissions Fuel (REF) prudency 

. and calculation of REF impacts. 

Case No. U-17026 On behalf of the MUG in the matter of the application of Indiana 
Michigan Power Company for a certifxate of necessity pursuant to MCL 460.6s and 
related accounting authorizations June-September 20 12 
Project Manager. Managed review of certificate of necessity, evaluation of company’s 
prudency in obtaining alternative power supply options, and review of the company’s 
implementation of and prudency in management of its nuclear plant Life Cycle 
Management project in comparison to industry standards. 

Case No. U-16892 On behalfof the M U G  in the matter of the application of DetEd for 
reconciliation of its PSCRplan for 2010. November 201 1-May 2012 
Project manager and Testifying Witness. Reviewed PSCR plan requirements and testified 
to appropriateness of specific components of that factor. 

Case No. U-16047-R On behalfof the MUG in the matter of the application of DetEd for 
its PSCR plan for 201 1, August 20 1 1-March 20 12 
Project Manager and Testifying Witness. Reviewed PSCR plan requirements and 
provided analysis and testimony concerning prior year under-recovery of power supply 
costs, under-recovery of cumulative Pension Equalization Mechanism costs, and the 
over-refund of the company’s residual Self-Implementation Refund. 

Case No. U-16432 On behalf of the MUG in the matter of CECO’s Application to 
Implement a PSCR Plan for 201 I .  February-June 20 1 1 
Project Manager. Reviewed cost recovery plan requirements and provided analysis 
concerning prior year under-recovery, generation dispatch and purchased power, 
purchased power agreements, emission control expenses including appropriateness of 
mercury filter expenses as part of PSCR process. 

Case No. U-16434 On behalf of the MIAG in the matter of DetEd’s Application to 
Implement a PSCR Plan for 201 I .  February-June 20 1 1 
Project Manager and Testifying Witness. Reviewed PSCR plan requirements and 
provided analysis concerning prior year under-recovery, generation dispatch and 
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purchased power, purchased power agreements, emission control expenses including 
appropriateness of coal refinement expenses as part of PSCR process. 

Case No. U-16472 On behalf of the MUG in the matter of the application of DetEd for 
authority to increase its rates, amend its rate schedules and rules governing the 
distribution and supply of electric energy, and for miscellaneous accounting authority. 
February-June 20 1 1 
Project Manager and Testifjmg Witness. Review of Advanced Metering Infrastructure 
program cost benefits and tariffs filed and testifying witness to same. 

Case No. U-16407 On behalf of the MIAG in the matter of the application of Michigan 
Consolidated Gas Company (1MichCon) for approval of a detailedplan for main renewal, 
including a long-term plan to significantly reduce the amount of cast iron main in its 
system. October 2010-May 201 1 
Project Manager and Testifylng Witness. Reviewed the company’s proposed plan with 
respect to whether a cost recovery mechanism can be designed to minimize the impact on 
ratepayers. Testified as to the reasonableness of cost benefit of replacements as well as to 
the capital cost recovery as it affects future rate cases. 

Case No. U-16300 On behalfof the MUG in the matter of the application of CECO for 
authority to reconcile its REP costs associated with the plan approved in Case No. U- 
15805. November 2010-January 201 1 
Project Manager and Testifylng Witness. Reviewed the company’s REP Cost 
Reconciliation for 2009 to ensure the adherence to approved processes and reasonable 
and prudent costs. Testified as to significant concerns with respect to the transfer price 
for renewable energy resources proposed by the company. 

Case No. U-16356 On behalfof the MUG in the matter of the application of DetEd for 
authority to reconcile its REP costs associated with the plan approved in Case No. U- 
15806-PS. October 20 1 0-March 20 1 1 
Project Manager and Testifying Witness. Reviewed the company’s REP Cost 
Reconciliation for 2009 to ensure adherence to approved processes and reasonable and 
prudent costs and testified to those issues. 

Case No. U-15675-R On behalfof the MUG in the matter of the application of CECO for 
the reconciliation of PSCR costs and revenues for the calendar year 2009. October 20 10- 
January 20 1 1 
Project Manager and Testifylng Witness. Reviewed PSCR plan requirements and testified 
to transfer price, replacement power costs, and reasonableness of including excess fuel 
and variable O&M expenses proffered by various intervenors. 

Case No. U-15677-R On behalfof the MIAG in the matter of the application of DetEd for 
reconciliation of its PSCR plan for the calendar year 2009. September-December 20 10 
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Project Manager and Testifying Witness. Reviewed PSCR reconciliation and testified 
with respect to the transfer price for renewable energy source flowing into the PSCR 
proposed by the company. 

Case No. U-16047 On behalfof the MUG in the matter of the application of DetEd for 
authority to implement a PSCR Plan in its rate schedules for 201 0 metered jurisdictional 
sales of electricity. January-May 2010 
Project manager and Testifying Witness. Reviewed PSCR plan requirements and testified 
to appropriateness of specific components of that factor. 

Case No. U-15415-R On behalfof the MUG in the matter of the application of CECO for 
the reconciliation of PSCR costs and revenues f o r  the calendar year 2008 and for other 
relief related to pension and OPEB costs. May-November 2009 
Project Manager and Testifying Witness. Reviewed PSCR reconciliation, provided 
analysis of potential issues, and developed recommendations including basis, past 
precedence, andor industry expertise. Testified regarding Karn 1 outage delay and Rate 
E-1 discount recovery. 

Case No. U-15806AJ-15890 On behalf of the MUG in the matter of DetEd’s and 
MichCon’s compliance with Public Acts 286 and 296 regarding their REP and Energy 
Optimization Plan (EOP). March-June 2009 
Project Manager and Testifjmg Witness. Reviewed the EOPs of both companies and 
provided analysis and testimony regardmg issues and shortcomings concerning the plans in 
relation to the specifications of the Act and the benefit to customers. 

Case No. U-1580545889 On behalfof the MUG in the matter of CECO to comply with 
Public Acts 286 and 295 regarding its REP and EOP. March-June 2009 
Project Manager and Testifying Witness. Reviewed the company’s EOP and provided 
analysis and testimony of issues and shortcomings concerning the plans in relation to the 
specifications of the Act and the benefit to customers. 

Case No. U-15677 On behalf of the MIAG in the matter of the application of DetEd for 
authority to implement a PSCR plan in its rate schedules for 2009 metered jurisdictional 
sales of electricity. January-June 2009 
Project manager. Reviewed PSCR plan requirements for appropriateness of specific 
components of that factor. 

Case No. U-15415 On behalfof the MIAG in the matter of the application of CECO for 
approval of a PSCR plan and for authorization of monthly PSCR factors for the year 
2008. January-March 2008 
Project Manager. Reviewed PSCR plan requirements and provided summary briefing to 
Michigan Attorney General. 

Case No. U-15320 On behalf of the MIAG in the matter of the application of Midland 
Cogeneration Venture Limited Partnership (MCV) for the Commission to eliminate the 



Direct Testimony of Michael J. McGany, Sr. 
Docket No. E-04204A-12-0504 
Exhibit MJM-1, Page 10 

“availability caps” which limit CECO ’s recovery of capacity payments with respect to its 
power purchase agreement with MCV. October 2007-June 2008 
Project Manager. Oversaw project to provide industry expertise to evaluate issue in case 
and recommend alternative arguments. 

Case No. U-15245 On behalfof the MUG in the matter of the application of CECO for 
authority to increase its rates for the generation and distribution of electricity and for 
other reZieJ: July 2007-April 2008 
Project Manager and Testifying Witness. Provided expert testimony on partial and 
interim rate relief, CECO’s decision to acquire Zeeland Power Company from Broadway 
Gen Funding, LLC. Provided testimony in permanent phase to reduce the company’s net 
operating income to more closely reflect the expected costs in 2008. 

Case No U-15244 On behalf of the M A G  in the matter of the application of DetEd for 
authority to increase its electric base rates. September 2007-October 2008 
Project Manager and Testifymg Witness. Testified regarding revenue requirements. 

Case No U-15190 On behalf of the MIAG in Base Rate Proceeding for CECO. March- 
September 2007 
Project Manager. Reviewed the revenue decoupling proposal and supported the witness 
testimony. 

Case No U-15040 On behalfof the MUG in GCR 2007/08 Plan proceeding of Michigan 
Gas Utilities Corporation. March-August 2007 
Project Manager and Testifymg Witness. Reviewed GCR plan requirements and provided 
analysis of the potential benefits of gas procurement hedging program. Testified 
regarding the GCR clause plan 2007-08. 

Case No. U-14231 On behalf of the MIAG in the matter, on the Commission’s own 
motion, to commence an investigation into future capacity requirements. February-May 
2007 
Project Manager. Reviewed and provided a formal written report on the Michigan Public 
Service Commission’s 21st Century Energy Plan Report. 

Case No. U-15001 On behalfof the MIAG in PSCR 2007/08 Plan proceeding. November 

Project Manager and Testifymg Witness. Reviewed PSCR plan requirements and testified 
regarding the company’s projected PSCR under-recoveries for 2005 and 2006. 

2 0 0 6 - A ~ g ~ ~ t  2007 

Case No. U-14701-R On behalfof the MIAG in PSCR 2006/07 reconciliation proceeding. 
June-November 2007 
Project Manager and Testifying Witness. Reviewed PSCR reconciliation and testified to 
eliminate some expenses used in the company’s calculation of its under-recovery PSCR 
reconciliation for 2006. 
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Case No. U-14547 On behalfof the MIAG in the matter of the application of CECO for 
authority to increase rates for the distribution of natural gas and for other relief 
December 2005-April 2006 
Expert Witness and Project Manager. Provided analysis, recommended adjustments, and 
filed testimony for the Attorney General on CECO’s proposed increase to base rates. 

Case No. U-14347 On behalfof the MUG in the matter of the application of CECO for 
authority to increase its rates for the generation and distribution of electricity and for 
other relie5 April-September 2005. 
Project Manager. Managed project team and supported testimony on cost of service, 
revenue allocation and rate design issues. 

Before the Missouri Public Service Commission (MOPSC) 
Veolia Energy Company (Veolia) 2011 and 2012 Request for Authority to Increase 
Electric Rates in Missouri (Case No. HR-2011-0241). July-September 201 1 
Project Manager and Testifying Witness. Led a team of consultants engaged to review 
Veolia’s proposed adjustments, rate base, revenues and expenses, affiliate transactions 
and allocations, revenue requirement, cost of capital, and cost of service and rate design. 
Evaluated Veolia’s proposed revenue requirement and testified before the MOPSC to 
proposed adjustments to the revenue requirements filed by the company in its application. 

Consultant to Ameren UE. Conducted revenue requirement analysis in preparation of 
Missouri Public Service Commission compliance filing to un-bundle utility’s rate tariffs. 
Prepared the filing requirements and all support schedules analysis to justify allocations 
of generation, transmission and distribution. 

New Mexico Public Regulation Commission CNMPRC) 
Special Case Study: Public Service Company of New Mexico (PNM) NM PRC Docket 

Blue Ridge worked with QSI Consulting, Inc. to conduct a training session for the 
NMPSC Staff and develop training materials for presentation to Staff on the basic 
elements of future test year proceedings, how those may differ from traditional rate cases, 
and how to apply and interpret the forecasting methodologies and modeling that will 
come into play; and analyze the pending PNM rate case and provide an analytic 

NO. 10-00086-UT. August 20 10 

framework for Staff to apply to the forecasting issues in the case. 

Before the North Dakota Public Service Commission (NDPSC) 
Northern States Power Company (NSP) 201 1 and 201 2 Request for Authority to Increase 
Electric Rates in North Dakota (Case No. PU-lO-657/PU-ll-55). April-October 201 1 
Project Manager and Testifjmg Witness. Led a team of consultants engaged to review 
NSP’s proposed adjustments, rate base, revenues and expenses, affiliate transactions and 
allocations, revenue requirement, cost of capital, and cost of service and rate design. 
Evaluated NSP’s proposed revenue requirement and testified before the NDPSC to 
proposed adjustments to the revenue requirements filed by the company in its application. 



Direct Testimony of Michael J. McGarry, Sr. 
Docket No. E-04204A-12-0504 
Exhibit MJM-1, Page 12 

Before the Nova Scotia Utility and Review Board 
Case No. P-888 On behalfof the Consumer Advocate of the Province of Nova Scotia in 
the base rate proceeding of Nova Scotia Power. December 2006-March 2007 
Project Manager and Testifjmg Witness. Provided an evaluation of a management audit 
of Nova Scotia Power and that report’s usefulness to assess the company’s management 
performance and operational efficiency within the context of that proceeding. 

Before the Public Utilities Commission of Ohio CPUCO) 
Case No. 11-5428-EL-RDR On behalf of the Staff of the Public Utilities Commission of 
Ohio In the matter of the application of Delivery Capital Recovery (DCR) Rider 
Contained in the Tarss  of Ohio Edison Company, The Cleveland Electric Illuminating 
Company, and The Toledo Edison Company (collectively, Companies), November 201 1- 
April 2012 
Project Manager and Expert Witness. Led a team of consultants engaged to audit and 
attest to the accuracy and reasonableness of the Companies’ compliance with their 
Commission-approved DCR Riders with regard to the return earned on plant-in-service 
since the Companies’ last distribution rate case. 

Case No. 08-0917-EL-SSO On behalfof the Ohio Hospital Association in the matter of 
the Application of American Electric Power of Ohio for authority to increase rates for 
distribution of electric service. (Hired by ‘Ohio Hospital Association’s attorney for utility 
matters, Bricker and Eckler, to provide expertise in negotiating rate with American 
Electric Power). September 2008-March 2009 
Evaluated revenue and rate impact on member hospitals. 

On behalf of the Staff of the PUCO: I 

0 

0 

0 

Case #08-0072-GA-AIR Columbia Gas of Ohio for an increase in gas rates, 

Case #07-0829-GA-AIR Dominion East Ohio for an increase in gas rates, 
November 2007-July 2008 
Case #07-0589-GA-AIR Duke Energy Ohio for an increase in gas rates, 
November 2007-Februrary 2008 

Project Manager. Oversaw multi-discipline team of accountants, auditors, engineers and 
analysts to conduct a comprehensive rate case audit of the company’s gas base rate filing. 
Primary goal of project was to validate information in filing, provide findings 
conclusions and recommendations concerning the reliability of information and data in 
the filing and support Staff in its evaluation of the reasonableness of the filing. 

April-AUgst 2008 

Case No. 07-0551-EL-UNC On behalfof the Ohio Schools Council in the matter of the 
Application of FirstEnergy Ohio (and its operating companies Ohio Edison, Cleveland 
Electric and Toledo Edison) for authority to Increase rates for distribution service, 
modzfv certain accounting practices and for tariff approval. August 2007-April 2008 
Project Manager. Hired by Ohio Schools Council’s attorney for utility matters pricker 
and Eckler, LLP) to provide industry expertise in reviewing FirstEnergy’s application 



Direct Testimony of Michael J. McGany, Sr. 
Docket No. E-04204A-12-0504 
Exhibit MJM-1, Page 13 

with respect to cost of service and rate design and the resulting impact on Council’s 
member school systems’ energy costs. 

Case No. 06-0986-EL-UNC On behalf of the City of Cincinnati in the matter of the 
Application of Duke Energy Ohio, Inc., to modi& its market-based Standard service ofer. 
May-August 2007 
Project Manager. Hired by City of Cincinnati’s Water and Sewer District attorney for 
utility matters pricker and Eckler, LLP) to provide industry expertise in reviewing the 
company’s proposal and impact on City’s project energy costs. 

Oregon Public Utilitv Commission COPUC) 
Docket No UP205 Examination of hWNatural ’s Rate Base and Afiliated Interests Issues 
Co-sponsored between NW Natural, Staff, Northwest Industrial Gas Users, Citizens 
Utility Board. August 2005-January 2006 
Project Manager. Led a team that conducted a management audit of NW Natural Gas that 
included an evaluation of rate base issues for Financial Instruments (gas and financial 
hedging) Deferred Taxes, Tax Credits, Cost for a Distribution System, Security Issuance 
Costs and AFUDC calculations as well as Affiliate Transactions for Cost Allocations and 
Transfer Pricing, Labor Loading, Segregation of Regulated Rate Base and Subsidiary 
Investments and Properties, and validation of tax paid f iodto affiliates are proper. Audit 
was to ensure the company’s compliance with orders, rules and regulations of the OPUC, 
with company policy and with Generally Accepted Accounting Principles. 

Utah Division of Public Utilities 
Docket No. 09-035-23 In the Matter of the Application of Rocky Mountain Power (‘P) 
for Authority to Increase its Retail Electric Utility Service Rates in Utah and for 
Approval of its Proposed Electric Service Schedules and Electric Service Regulations. 
June-December 2009 
Project Manager and Testifylng Witness. Verified the reasonableness of the revenue 
requirements as provided by the company in its application and testified before the Public 
Service Commission of Utah. 

Docket No. 09-035-15 In the Matter of the Application of RMP for Approval of its 
Proposed Energy Cost Adjustment Mechanism (ECAM) - Net Power Cost Evaluation 
(NPC), RMP 2009 General Rate Case. July-December 2009 
Project Manager and Testifylng Witness. Analyzed the reasonableness and technical 
accuracy of the RMP’s NPC request, performed a comprehensive review of the 
company’s NPC estimate and developed recommendations to ensure an accurate baseline 
for the ECAM, analyzed special issues addressed in the NPC portion of the case, 
analyzed the company’s fuel price hedging policies and provided recommendations 
appropriate for the ECAM, and reviewed intervener NPC issues as well as analyzing 
additional issues as raised by the company and testified to hedging issues. 
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Before the Washin~on Utilities and Transportation Commission (WU TC) 
Independent Third-party Evaluation of Puget Sound Energy ’s (RYE) Conservation 
Incentive Mechanism (ECIM) under the co-direction of PSE and the WUTC StafJ: Phase 
I: July-October 2009; Phase II: October 2009-September 2010 
Project Manager. Assess the extent to which the design and implementation of the 
incentive mechanism addressed key issues and objectives required by the Commission: 
accuracy of implementation in calculations of incentives or penalties, compliance with 
the conditions and requirements of the pilot program, proper use of the calculation 
methodology, and which assumptions or methods were used to calculate and verify the 
savings report. 

Before the Public Utilities Commission of the State of Colorado (COPUC) 
Docket No. 04A-050E Review of the Electric Commodity Trading Operations of Public 
Service Company of Colorado (PSCo) 
On behalf of the COPUC Staff. March-September 2004 
Project Manager. Focused operational audit within the bounds of a litigated proceeding to 
determine if ratepayers were subsidizing or negatively impacted by PSCo’s energy 
trading function. 

South Carolina State Senator 
Advised Senator on regulatory process for requesting States Public Service Commission 
for a comprehensive review of Duke Power Company’s storm and restoration and right of 
way management. Reviewed and advised Senator of results of report finding. 

Southern Connecticut Gas 
Consultant. As part of a team that conducted a comprehensive management audit of the 
management and operations of the company, completed the capital budgeting area of the 
audit. 

Before the New York Public Service Commission 
Case: 94-C-0657 
Commission Staff. Proceeding to evaluate the compliance of NYNEX with Commission 
rules and orders related to operational support system costs to campetitors. Part of staff 
panel to facilitate discussion between the company and potential competitors (i-e., users 
of operational support systems) and report back to Commission. 

Focused review of the preparedness of Rochester Gas and Electric (RG&E) and 
Consolidated Edison (ConEd) for competition in the electric industry. Evaluated all 
aspects of the company’s management actions to prepare for competition including 
strategic planning, goals and objectives and senior management’s attention to the 
company operations in a de-regulated industry. 

Case: 97-M-0567 
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Commission Staff. Litigated proceeding to determine the benefits of a proposed merger 
of Long Island Lighting Company (LILCO)/Brooklyn Union Gas. Analyzed proposed 
synergy savings. 

Case: 96-E-01 32 Show Cause Proceeding Regarding Rate Relief for Ratepayers of 
LILCO 
Commission Staff and Testifylng Witness. Litigated proceeding where Staff proffered 
testimony containing a benchmark study showing that LILCO’s operations and 
maintenance expenses were excessive compared to a peer group of 24 utilities. Panel 
testimony concerning the findings and conclusions resulting from the benchmark study. 

Case: 96-M-0858 Prudence Investigation into the Scrap Handling Practices in the 
Western Division of Niagara Mohawk Power Company (NIMO) 
Commission Staff and Testifying Witness. Litigated proceeding as a result of allegations 
of bribery and corruption in company practices related to a specific vendor who 
purchased company scrap metal. Lead team of 10 staff examiners to quantify the extent 
to which the company paid excessive rates to this vendor. Testified to the findings of the 
analysis. Case settled with ratepayers receiving a credit to bills. 

Case: 91-C-0613 Operational Audit of the Outside Plant Construction and Rehabilitation 
Program of Nay York Telephone Company 
Commission Staff. Comprehensive operational audit of the company’s management and 
implementation of a $150M capital program to rehabilitate the outside plant distribution 
network. Served as Staff Examiner responsible for crew supervision, goals monitoring, 
contractor oversight, and report preparation. 

Case: 9 1 -W-0583 Prudence Proceeding of the Operations and Management of Jamaica 
Water 
Commission Staff and Testifylng Witness. Litigated proceeding as a result of audit to 
determine extent to which management inattention and inappropriate practices resulted in 
excessive costs to rate payers. Testified on a Staff panel to the excessive costs associated 
with management’s inattention to sound business practices related to the design, purchase 
and installation of the company customer information system. 

Case: 92-W-0030 Operational Audit of Jamaica Water Operations and Management 
Commission Staff. Comprehensive management audit of company operations. 
Responsible for work plan development, and specific topics areas including engineering, 
contracting, and information technology. Findings led to prudence proceeding. 

Case: 92-M-0973 Management Audit of RG&E 
Commission Staff. Comprehensive management audit of company operations. 
Responsible for work plan development, supervision of staff and specific topics areas 
includmg purchasing and internal controls. 

Case: 93-E-091 8 Operational Audit of the Demand Side Management Function at RG&E 
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Commission Staff. Comprehensive operational audit of the demand side management 
function including program planning, management and energy savings verification. 
Developed and supervised the implementation of the work plan. 

Case: 88005 Operational Audit of Materials and Supply Function at National Fuel Gas 
Commission Staff. Comprehensive operational audit of the materials and supplies 
function including warehouse operations, inventory control and procurement. Developed 
and implemented the work plan for this project. 

Operational Audit of the Fuel Procurement and Contracting of LILCO 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Provided research and data evaluation 
expertise to the project. 

Operational Audit of the Fuel Procurement and Contracting of ConEd 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Provided research and data evaluation 
expertise to the project 

Case: 90007 Operational Audit of the Fu'el Procurement and Contracting of Central 
Hudson Gas and Electric 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Provided research and data evaluation 
expertise to the project 

Operational Audit of Fuel Procurement and Contracting of Orange & Rockland Utilities 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Provided research and data evaluation 
expertise to the project 

Operational Audit of the Fuel Procurement and Contracting of RG&E 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on nuclear fuel. Provided research and data evaluation expertise. 

Case: 88-E-1 15 Prudence Proceeding to Investigate the Construction Costs Associated 
with the Homer City Coal Cleaning Plant (HCCCP) 
Commission Staff and Testifying Witness. Litigated proceeding as a result of audit to 
determine extent to which management inattention and inappropriate practices resulted in 
excessive construction charges related to the HCCCP. Testified on a Staff panel to the 
fuel price differential costs resulting fi-om the failure of the coal cleaning plant to function 
as designed as well as surrebuttal testimony on the cost of a flu-gas de-sulfurization plant 
and ancillary equipment and facilities. Case settled. Customers received $125M credit. 

Case: 87003 Operational Audit of the HCCCP 
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Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on the construction of the HCCCP jointly owned by New York 
State Electric and Gas (NYSEG) and Penelec. Responsible for fuel and construction costs 
analysis, benchmarking costs and alternative methods for meeting EPA Clean air 
restrictions, contracting practices and report preparation. 

Case: 87003 Operational Audit of the Fuel Procurement and Contracting of NYSEG 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Responsible for fuel cost analysis, 
benchmarking costs, contracting practices and report preparation. 

Case: 86007 Operational Audit of the Field Crew Supervision and Utilization of N S E G  
Commission Staff. Comprehensive operational audit to determine effectiveness of field 
crew utilization and supervision. Staff examiner responsible for verifylng supervisor 
activities, reporting, goals attainment and report preparation. 

Case: 86005 Prudence Proceeding to Investigate the Fuel Procurement and Contracting 
Practices at NIMO 
Commission Staff. Litigated proceeding as a result of audit to determine extent to which 
management inattention and inappropriate practices resulted in excessive fuel charges to 
customers. Responsible for fuel cost analysis and benchmarking costs, contracting 
practices, and testimony preparation. Case settled with customers receiving $66M credit. 

Case: 86005 Operational Audit of the Fuel Procurement and Contracting of NIMO 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Responsible for fuel cost analysis and 
benchmarking costs, contracting practices and report preparation. 

Case: 8500 1 Operational Audit of the Research and Development Function of ConEd 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on R&D activities. Staff examiner on the project responsible for 
reviewing projects documentation and control, outside contracting a report preparation. 

Testimonyfiled by Mr. McGarry 

Arizona Public Service Company - Docket No. E-O1345A-11-0224 

0 Delmarva Power and Light Company - Docket No. 11-528 
0 Delmarva Power and Light Company - Docket No. 07-2391; 
0 Delmarva Power and Light Company - Docket No. 06-284 

Commonwealth Edison - Case: 05-0597 

Before the Arizona Corporation Commission 

Before the Delaware Public Service Commission 

0 

Before the Illinois Commerce Commission 

Before Maine Public Utilities Commission 

0 
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Northern Utilities Inc. - Case No. 2008-1 5 1 
Northern Utilities Inc. - Case No. 2004-8 13 

PEPCO and Delmarva Power and Light Company - Case No. 9092/9093 
Before the Marvland Public Service Commission 

Before the Michigan Public Service Commission 
Consumers Energy Company - Case No. U-16655 
Detroit Edison Company - Case No. U-16434-R 
Detroit Edison Company - Case No. U-16047-R 
Detroit Edison Company - Case No. U-16434 
Detroit Edison Company - Case No. U-16892 
Detroit Edison Company - Case No. U-16472 
Michigan Consolidated Gas Company - Case No. U-16407 
Detroit Edison Company - Case No. U-16356 
Consumers Energy Company - Case No. U-16300 
Detroit Edison Company - Case No. U-16047 
Detroit Edison Co. and Michigan Consolidated Gas - Case No. U-15806/U-15890 
Consumers Energy Company - Case No. U-15805/15889 
Detroit Edison Company - Case No. U-15677-R 
Consumers Energy Company - Case No. U-15675-R 
Consumers Energy Company - Case No. U-15415-R 
Consumers Energy Company - Case No. U-15245 
Detroit Edison Company - Case No. U-15244 
Michigan Gas Utilities Corporation - Case No. U-15040 
Consumers Energy Company - Case No. U-15001 
Consumers Energy Company - Case No. U- 1470 1 -R 
Consumer Energy Company - Case No. U-14547 

Before the Missouri Public Service Commission 

Before the New York Public Service Commission 

Veolia Energy Company - Case No. HR-2011-0241 

Long Island Lighting Company - Case: 96-E-0132 
Niagara Mohawk Power Company - Case: 96-M-0858 
Jamaica Water - Case: 91-W-0583 
New York State Electric & Gas Homer City Prudence Review - Case: 88-E-115 

Northern States Power Company - Case Nos. PU-10-657 and PU-11-55 

Nova Scotia Power - Case No. P-888 

Rocky Mountain Power - Docket No. 09-035-23 

Before the North Dakota Public Service Commission 

Before the Nova Scotia Utility and Review Board 

Before the Utah Division of Public Utilities 
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Speaking Engagements 
National Association of Regulatory Utility Commissioners - Before the NARUC sub- 
committee on Accounting and Finance, CAPEX Trackers, March 28,2012. 

Institute of Public Utilities, Michigan State University, East Lansing, MI; Advanced 
Regulatory Studies Program, training session on Management Audits and Prudency 
Reviews; September 27,201 1, and September 30,2010. 

National Association of Regulatory Utility Commissioners - Before the NARUC sub- 
committee on Accounting and Finance, service company costs and allocations to 
regulated entities, September 15,2010. 

New Mexico Public Regulation Commission Staff, Santa Fe, NM - In cooperation with 
QSI Consulting; service companies and related cost allocations, benchmarking, and rate 
case planning; June 29,2010. 

Colorado Public Utilities Commission Staff - In cooperation with QSI Consulting; future 
of regulation and deregulation, revenue requirements, rate base, rate of return, cost of 
service, determining net operating income, cost of capital, staff audits, and affiliate 
transactions; June 22,2006. 



MJM-1 
Experience and Qualification of Michael J. McGarry, Sr. 

Summary 
Mr. McGarry’s professional experience spans thirty-one years within the private 

and public sectors. He has conducted over thlrty comprehensive management and 
operational audits of investor-owned energy, telecommunications, and water utilities. 
These audits have included comprehensive management audits andor operational audits 
on most utility functions including corporate governance, strategic planning, internal 
auditing, capital and operating budget process and practices, distribution operations and 
maintenance, fuel procurement, supply chain management, demand side management, 
crew operations, affiliates transactions, commodity trading, and construction program 
practices. 

Project Management 
Mr. McGarry’s experience includes management of multi-discipline teams for a 

wide range of client engagements, development and implementation of detailed work 
plans and project schedules. He has analyzed and planned interdivisional resource 
utilization; supervised, developed and coached interdivisional team members; and created 
numerous executive reports, briefings, and presentations. 

Regulatory and Rate Case Management 
Mr. McGarry has worked with clients to manage all aspects of the regulatory and 

rate case process. He has developed efficient processes to prepare supporting analyses 
and testimony for submission to the regulatory bodies and interveners. He is a seasoned 
project manager and has analytical expertise to respond to interrogatories and data 
requests from all rate case interveners in a timely manner. Mr. McGarry has assisted a 
number of clients in preparing revenue requirement and cost of service analyses. He has 
also developed rate structure and billing determinant information analyses, time of day and 
interruptible rates analyses, fuel and purchased power reports, and annual wholesale rates for 
member cooperatives. He has developed complex revenue requirement models to present 
alternative positions to a utility’s proposed rate request. 

Testimony and Witness Preparation 
Mr. McGarry has proffered and/or supported testimony in Arizona, Colorado, 

Delaware, Illinois, Maine, Maryland, Michigan, Missouri, New York, North Dakota, 
Nova Scotia, Ohio, Pennsylvania and Utah. These proceedings included testimony 
involving management decision and prudence impacts, operations and maintenance 
expenses, capital investments, revenue requirements, project management, and others. 

Utility Management and Operational Audits 
Mr. McGarry has conducted over thirty comprehensive management and 

operational audits of investor-owned energy and telecommunications utilities. These 
audits have included comprehensive management audits and/or operational audits on 
most functions within the utility environment including corporate governance, strategic 
planning, internal auditing, capital and operating budget processes and practices, 
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distribution operations and maintenance, fuel procurement, supply chain management, 
demand side management, crew operations, affiliates transactions, commodity trading, 
and construction program practices. 

Restructuring, UnbundLing, and Cost Alocation 
Mr. McGany has developed the supporting analyses and regulatory filing 

requirements needed to support unbundling rates for utilities. This has included detailed 
studies where the company’s plant-in-service and depreciation reserve was allocated to 
each unbundled function. He has assessed utility management actions to prepare the 
company for competition, including the processes and practices used by the utility to 
prepare to enter new markets and offer new services. 

Training and PubLic Speaking 
Mr. McGarry has presented topics before Commission staff groups, NARUC sub- 

committee groups, and as a program faculty member (2010 & 201 1) for the Institute of 
Public Utilities at Michgan State University. Topics presented include management 
auditing and prudence reviews, service company costs and allocations, forecasting 
methodology and modeling, revenue requirements, rate base, price regulation theory, and 
cost trackers. 

Education 
Potsdam College, B.A., Economics, 1981 
University at Buffalo School of Management, MBA, 1996 

Regulatory Experience 
Before the Arizona Corporation Commission (AZCC) 
Docket No. 12-0291 Application of Tucson Electric Power Company for Just and 
Reasonable rates and charges to realize a reasonable rate of return in Arizona, before 
the AZCC. August 2012 - present 
Project Manager and Testifylng Witness. Oversaw analysis and assessment of the 
company’s proposed cost of service and rate design, cost of capital and return on equity, 
and energy efficiency mechanisms. Will provide written testimony in support of Staffs 
position regarding energy efficiency mechanisms and environmental compliance 
adjustor. 

Docket No. 11-0224 Arizona Public Service Company Rate Case, before the AZCC. July 
20 1 1 -March 20 12 
Project Manager and Testifymg Witness. Analyzed the company’s proposed Infrastructure 
Tracking Mechanism, power supply adjustor, and tariffs. Testimony filed November 20 1 1. 

Before the Connecticut Public Utilities Regulatory Authoritv (PURA) 
Docket 10-02-13 Application of Aquarion Water Company to Amend its Rate Schedules 
On behalf of the PURA. April-August 2010 
Project Manager. Oversaw rate case analysis and assessment of the company’s proposed 
revenue requirement specifically related to cash working capital and test year expenses. 
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Assisted with analysis of specific issues and preparation of Commission’s recommended 
decision. 

Docket 07-07-0 1 Diagnostic Management Audit of Connecticut Light & Power Company. 
On behalf of the Staff of the PURA. July 2008-June 2009 
Project Manager. Performed overall day to day project management responsibilities to 
conduct a diagnostic management audit of the Connecticut Light & Power Company 
(CL&P). Managed a project team of accountants, engineers and industry specialists who 
were responsible for evaluating the effectiveness of the management and operations of all 
aspects of the company. In addition, managed a focused prudency review of Northeast 
Utilities’ (CL&P’s parent company) development and implementation of a $122 million 
customer mformation system known as Customercentral or C2. 

Before the Delaware Public Service Commission @EPSC) 
Docket No. 11-528 On behalfof the Staffof the DEPSC in the matter of the application 
Delmarva Power & Light Company (DPL) for approval of modifications to its electric 
base rates. January-July 2012 
Project Manager and Testifying Witness. Oversaw rate case analysis and assessment of 
the company’s proposed inter-company allocations. Provided expert testimony regarding 
the impact of the sale of Conectiv Energy on inter-company allocations and the resulting 
impact on revenue requirements. 

Docket No. 09-414 On behalfof the Staffof the DEPSC in the matter of the application 
of Delmarva Power & Light Company (DPL) for approval of modzjcations to its electric 
base rates. September 2009-May 2010 
Project Manager. Oversaw rate case analysis and assessment of the company’s proposed 
revenue requirement. Assisted with analysis of specific issues and preparation of witness 
testimony. 

Docket No. 07-239F On behalfof the Staffof the DEPSC in the matter of the application 
DPL for approval of modzjkations to its gas cost rates. October 2007-April 2008 
Project Manager and Testifjmg Witness. Oversaw review of DPL gas hedging program 
and testified to the findings and conclusions. 

Docket No. 06-287 On behalf of the Staff of the DEPSC in the matter of Chesapeake 
Utilities Corporation ’s implementation of a Gas Hedging program. June-August 2007 
Project Manager. Provided industry expertise and suggestions to the Commission on a 
proposal plan to implement a gas hedging procurement program at the company. 

Docket No. 06-284 On behalf of the Staff of the DEPSC in the matter of DPL’s request 
for a $1 5M increase in gas base rates. October 2006-March 2007 
Project Manager and Testifying Witness. Testified on several rate base and revenue 
requirement issues. Recommended Commission reduce proposed rate increase request to 
$8.4M(56%). 
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Before the District of Columbia Public Service Commission (DCPSC1 
Formal Case No. 1093 In the Matter of the Investigation into the Reasonableness of 
Washington Gas Light Company’s (WGL) Existing Rates and charges for Gas Service 
On Behalf of the DCPSC. June 2012-present 
Project Manager and Lead Consultant. Managed team of consultants providing advisory 
services to Commissioners and Staff on proposed revenue requirements, rate base, and 
rate design. Led analysis of revenue requirements, fuel costs, uncollectibles, 
environmental issues affecting rate base, inventory adjustments, plant in service, 
construction work in progress, research and development issues, safety initiatives, 
affiliate allocations, and energy funds. 

Formal Case No. 1087 In the Matter of the Application of the Potomac Electric Power 
Company (PEPCO) for Authority to Increase Existing Retail Rates and Charges for 
Electric Distn’bution Service 
On Behalf of the DCPSC. September 201 1-present 
Project Manager and Lead Consultant. Advised Commissioners and Staff on proposed 
revenue requirements, rate base, rate design, reliability projects, and cost recovery 
mechanism. 

Formal Case No. 1076 In the Matter of the Application of PEPCO for Authority to 
Increase Existing Retail Rates and Charges for Electric Distribution Service. 
On Behalf of the DCPSC. July 2009-June 2010 
Project Manager. Advised Commission Staff on the company’s and intervener’s filings 
and testimony regarding revenue requirements, rate base, cost of service, rate design, bill 
stabilization, and depreciation. 

Formal Case No. 1053 - Technical consultant for the DCPSC in the matter of PEPCO’s 
request for a $50.4 million increase in base rates. February 2007-June 2008 
Project Manager. Provided technical expertise to Commission in evaluating PEPCO’s 
rate case filing. Commission accepted adjustments which reduced the allowed increase by 
a significant percentage. 

Formal Case No. 1032 In the Matter of the Investigation into PEPCO’s Distribution 
Service Rates 
On Behalf of the DCPSC. January-March 2005 
Project Manager. Review and evaluation of PEPCO compliance filings for class cost of 
service and revenue requirements for distribution service pursuant to a settlement 
approved in May 2002. Provided analysis and recommended adjustments to Staff on 23 
designated issues and 13 company proposed adjustments. Proceeding was settled in 
anticipation of a full rate case for rates to be effective August 8,2007. 

Formal Case No. 1016 In the Matter of the Application of Washington Gas Light 
Company (WGL), District of Columbia Division, for Authority to Increase Existing Rates 
and Charges for Gas Service 
On Behalf of the DCPSC. June-December 2003 
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Project Manager and Consultant to Commissioners and Staff. Project Manager for the 
analysis of WGL’s rate filings. Provided analysis and recommended adjustments to the 
DCPSC Staff on WGL’s proposed increase to base rates. Advised the Commission during 
deliberations on party positions and possible recommendations. 

Before the Hawaii Public Utilities Commission 
Docket No. 05-0075 In the matter of a proceeding to investigate Kauai Island Utility 
Coop’s Proposed Revised Integrated Resource Plan and Demand Side Management 
Framework. June 2005-January 2006 
Project Manager. Managed a team of consultants responsible for evaluating the impact of 
the changes proposed by the company. 

Before the Illinois Commerce Commission (ILCC) 
Case: 05-0597 On behalf of the Illinois Citizens Utility Board, Cook County States 
Attorney’s ODce and City of Chicago. November 2005-May 2006 
Project Manager and Testifying Witness. Provided analysis and recommended 
adjustments in the general rate increase of 20.1% or $320 million filed by ComEd. 

Consultant to Illinois Power Company. Conducted mandated compliance filing to un- 
bundle utility’s rate tariffs. Prepared filing requirements and all support schedules 
analysis to justify allocation of generation, transmission and distribution. Prepared 
testimony on behalf of the company’s controller. 

Consultant to Illinois Power Company. Prepared 2001 required update filing for the 
ILCC compliance filing to un-bundle utility’s rate tariffs. Prepared filing requirements 
and all support schedules analysis to justify allocation of generation, transmission and 
distribution. Prepared testimony on behalf of the company’s controller. 

Before Maine Public Utilities Commission (ME PUC) 
Case No 2008-1 5 1 MEPUC Investigation into Maintenance and Replacement Program 
for Northern Utilities Inc. ’s Cast Iron Facilities (Phase II) 
On behalf of Maine Public Advocate. July 2008-July 2010 
Project Manager and Testifymg Witness. Litigated proceeding and led a consultant team 
to assist the State of Maine Public Advocate to follow-up on investigation for the need 
for the program and the company’s management of the repair or replacement of its cast 
iron facilities. 

Case No 2004-8 13 MEPUC Investigation into Maintenance and Replacement Program 
for Northern Utilities Inc. ’s Cast Iron Facilities (Phase I )  
On behalf of Maine Public Advocate. November 2004-March 2005 
Project Manager and Testifymg Witness. Litigated proceeding and led a consultant team 
to assist the State of Maine Public Advocate to investigate the need for the program and 
the company’s management of the repair or replacement of its cast iron facilities. 
Participated in panel testimony regarding cost and risk of the program. 
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Before the Marvland Public Service Commission 
Case No. 909219093 (Phase II) On behalf of the Staff of the Commission in Base Rate 
Proceeding for PEPCO and Delmawa Power & Light Company. December-March 2008 
Project Manager and Testifjmg Witness. Provided rebuttal testimony on behalf of the 
Commission related to the reasonableness of the costs and charges of Pepco Holdings, 
Inc. Service Company. 

Case No. 9092 On behalf of the Staff of the Commission in Base Rate Proceeding for 
PEPCO. January-June 2007 
Project Manager. Reviewed and analyzed the company’s base increase request and all pro 
formas, adjustments to test year revenue requirement and supported witness testimony. 
Commission approved less than 20% of the company’s original request. 

Case No. 9062 On behalfof the Malyland Ofice of People’s Counsel in the matter of the 
application of Chesapeake Utilities Corporation for authority to revise its rates and 
charges for gas service. May-August 2006 
Project Manager. Managed a project team responsible for providing expert witness 
testimony in the areas of revenue requirements, rate base, cost of service, revenue 
allocation, rate design, revenue normalization, and cost of capital. 

Before the Massachusetts Department of Public Utilities (MAD P Q  
Case No. D.P.U. 08-1 10 On behalfof the MDPU regarding the Petition and Complaint of 
the Massachusetts Attorney General for an Audit of New England Gas Company. 
February-August 20 10 
Project Manager. Managed a project team of accountants and industry specialists who 
were responsible for evaluating the accuracy of the accounting records, practices and 
procedures used in the development of the company’s revenue requirements calculations 
in the company’s base rate request. 

Before the Michigan Public Service Commission 
Case No. U-16655 On behalfof the Attorney General of the State of Michigan (MIAG) in 
the matter of the application of Consumers Energy Company (CECO) for authority to 
reconcile its renewable energy plan (REP) costs associated with the plan approved in 
Case No. U-15805 and Case No. U-16543. September 2012-present 
Project Manager and Testifjmg Witness. Review the company’s REP Cost 
Reconciliation for 201 1 to ensure the adherence to approved processes and reasonable 
and prudent costs. Testified regarding the company’s methodology used to calculate its 
proposed PSCR expense. 

Case No. U-16656 On behalfof the MUG in the matter of the application of The Detroit 
Edison Company (DetEd) for authority to reconcile its REP costs associated with the 
amendedplan approved in Case No. U-16582. September 2012-present 
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Project Manager and Testifylng Witness. Reviewed the company’s REP Cost 
Reconciliation for 201 1 to ensure the adherence to approved processes and reasonable 
and prudent costs. Expected to testify at upcoming hearing. 

Case No. U-16434-R On behalfof the MUG in the matter of the Application of DetEd for 
reconciliation of its 201 I power supply cost recovery (PSCR) plan. June 2012-present 
Project Manager and Testifying Witness. Reviewed PSCR plan requirements and 
provided analysis and testimony concerning prior year under-recovery of power supply 
costs, over-refund of the company’s residual Self-Implementation Refund, the company’s 
claimed credit to PSCR costs related to credit claimed by affiliate, RARS asset and 
liability balance resulting in over recovery, and Reduced Emissions Fuel (REF) prudency 
and calculation of REF impacts. 

Case No. U-17026 On behalf of the MUG in the matter of the application of Indiana 
Michigan Power Company for a cerhficate of necessity pursuant to MCL 460.6s and 
related accounting authorizations June-September 20 12 
Project Manager. Managed review of certificate of necessity, evaluation of company’s 
prudency in obtaining alternative power supply options, and review of the company’s 
implementation of and prudency in management of its nuclear plant Life Cycle 
Management project in comparison to industry standards. 

Case No. U-16892 On behalfof the M A G  in the matter of the application of DetEd for 
reconciliation of its PSCRplan for 201 0. November 201 1-May 2012 
Project manager and Testifylng Witness. Reviewed PSCR plan requirements and testified 
to appropriateness of specific components of that factor. 

Case No. U-16047-R On behalfof the MUG in the matter of the application of DetEd for 
its PSCR plan for 201 I .  August 20 1 1 -March 20 12 
Project Manager and Testifylng Witness. Reviewed PSCR plan requirements and 
provided analysis and testimony concerning prior year under-recovery of power supply 
costs, under-recovery of cumulative Pension Equalization Mechanism costs, and the 
over-refund of the company’s residual Self-Implementation Refund. 

Case No. U-16432 On behalf of the MIAG in the matter of CECO’s Application to 
Implement a PSCR Plan for 201 I .  February-June 20 1 1 
Project Manager. Reviewed cost recovery plan requirements and provided analysis 
Concerning prior year under-recovery, generation dispatch and purchased power, 
purchased power agreements, emission control expenses including appropriateness of 
mercury filter expenses as part of PSCR process. 

Case No. U-16434 On behalf of the MUG in the matter of DetEd’s Application to 
Implement a PSCR Plan for 2011. February-June 201 1 
Project Manager and Testifying Witness. Reviewed PSCR plan requirements and 
provided analysis concerning prior year under-recovery, generation dispatch and 
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purchased power, purchased power agreements, emission control expenses including 
appropriateness of coal refinement expenses as part of PSCR process. 

Case No. U-16472 On behalf of the MUG in the matter of the application of DetEd for 
authority to increase its rates, amend its rate schedules and rules governing the 
distribution and supply of electric energy, and for  miscellaneous accounting authority. 
February-June 201 1 
Project Manager and Testifymg Witness. Review of Advanced Metering Mastructure 
program cost benefits and tariffs filed and testifylng witness to same. 

Case No. U-16407 On behalf of the MIAG in the matter of the application of Michigan 
Consolidated Gas Company (MichCon) for approval of a detailedplan for main renewal, 
including a long-term plan to signijcantly reduce the amount of cast iron main in its 
system. October 2010-May 201 1 
Project Manager and Testifylng Witness. Reviewed the company’s proposed plan with 
respect to whether a cost recovery mechanism can be designed to minimize the impact on 
ratepayers. Testified as to the reasonableness of cost benefit of replacements as well as to 
the capital cost recovery as it affects future rate cases. 

Case No. U-16300 On behalfof the MUG in the matter of the application of CECO for 
authority to reconcile its REP costs associated with the plan approved in Case No. U- 
15805. November 2010-January 201 1 
Project Manager and Testifying Witness. Reviewed the company’s REP Cost 
Reconciliation for 2009 to ensure the adherence to approved processes and reasonable 
and prudent costs. Testified as to significant concerns with respect to the transfer price 
for renewable energy resources proposed by the company. 

Case No. U-16356 On behalf of the MIAG in the matter of the application of DetEd for 
authority to reconcile its REP costs associated with the plan approved in Case No. U- 
15806-RPS. October 20 1 0-March 201 1 
Project Manager and Testifymg Witness. Reviewed the company’s REP Cost 
Reconciliation for 2009 to ensure adherence to approved processes and reasonable and 
prudent costs and testified to those issues. 

Case No. U-15675-R On behalfof the MlAG in the matter of the application of CECO for 
the reconciliation of PSCR costs and revenues for  the calendar year 2009. October 20 10- 
January 20 1 1 
Project Manager and Testifylng Witness. Reviewed PSCR plan requirements and testified 
to transfer price, replacement power costs, and reasonableness of including excess fuel 
and variable O&M expenses proffered by various intervenors. 

Case No. U-15677-R On behalfof the MUG in the matter of the application of DetEd for 
reconciliation of its PSCR plan for the calendar year 2009. September-December 2010 
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Project Manager and Testifylng Witness. Reviewed PSCR reconciliation and testified 
with respect to the transfer price for renewable energy source flowing into the PSCR 
proposed by the company. 

Case No. U-16047 On behalfof the MUG in the matter of the application of DetEd for 
authority to implement a PSCR Plan in its rate schedules for 201 0 metered jurisdictional 
sales of electricity. January-May 20 10 
Project manager and Testifying Witness. Reviewed PSCR plan requirements and testified 
to appropriateness of specific components of that factor. 

Case No. U-15415-R On behalfof the MUG in the matter of the application of CECO for 
the reconciliation of PSCR costs and revenues for  the calendar year 2008 and for other 
relief related to pension and OPEB costs. May-November 2009 
Project Manager and Testifjmg Witness. Reviewed PSCR reconciliation, provided 
analysis of potential issues, and developed recommendations including basis, past 
precedence, and/or industry expertise. Testified regarding Karn 1 outage delay and Rate 
E-1 discount recovery. 

Case No. U-15806/U-15890 On behalf of the MUG in the matter of DetEd’s and 
MichCon’s compliance with Public Acts 286 and 296 regarding their REP and Energy 
Optimization Plan (EOP). March-June 2009 
Project Manager and Testifylng Witness. Reviewed the EOPs of both companies and 
provided analysis and testimony regarding issues and shortcomings concerning the plans in 
relation to the specifications of the Act and the benefit to customers. 

Case No. U-15805/15889 On behalfof the MAG in the matter of CECO to comply with 
Public Acts 286 and 295 regarding its REP and EOP. March-June 2009 
Project Manager and Testifylng Witness. Reviewed the company’s EOP and provided 
analysis and testimony of issues and shortcomings concerning the plans in relation to the 
specifications of the Act and the benefit to customers. 

Case No. U-15677 On behalf of the MIAG in the matter of the application of DetEd for 
authority to implement a PSCR plan in its rate schedules for 2009 metered jurisdictional 
sales of electricity. January-June 2009 
Project manager. Reviewed PSCR plan requirements for appropriateness of specific 
components of that factor. 

Case No. U-15415 On behalf of the MUG in the matter of the application of CECO for 
approval of a PSCR plan and for authorization of monthly PSCR factors for the year 
2008. January-March 2008 
Project Manager. Reviewed PSCR plan requirements and provided summary briefing to 
Michigan Attorney General. 

Case No. U-15320 On behalf of the MIAG in the matter of the application of Midland 
Cogeneration Venture Limited Partnership (MCV) for the Commission to eliminate the 
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“availability caps ” which limit CECO 3 recovery of capacity payments with respect to its 
power purchase agreement with MCV. October 2007-June 2008 
Project Manager. Oversaw project to provide industry expertise to evaluate issue in case 
and recommend alternative arguments. 

Case No. U-15245 On behalfof the MIAG in the matter of the application of CECO for 
authority to increase its rates for the generation and distribution of electricity and for 
other reliej July 2007-April 2008 
Project Manager and Testifjmg Witness. Provided expert testimony on partial and 
interim rate relief, CECO’s decision to acquire Zeeland Power Company from Broadway 
Gen Funding, LLC. Provided testimony in permanent phase to reduce the company’s net 
operating income to more closely reflect the expected costs in 2008. 

Case No U-15244 On behalf of the M A G  in the matter of the application of DetEd for 
authority to increase its electric base rates. September 2007-October 2008 
Project Manager and Testifying Witness. Testified regarding revenue requirements. 

Case No U-15190 On behalf of the MUG in Base Rate Proceeding for CECO. March- 
September 2007 
Project Manager. Reviewed the revenue decoupling proposal and supported the witness 
testimony. 

Case No U-15040 On behalf of the MUG in GCR 2007/08 Plan proceeding of Michigan 
Gas Utilities Corporation. March-August 2007 
Project Manager and Testifyrag Witness. Reviewed GCR plan requirements and provided 
analysis of the potential benefits of gas procurement hedging program. Testified 
regarding the GCR clause plan 2007-08. 

Case No. U-14231 On behalf of the MIAG in the matter, on the Commission‘s own 
motion, to commence an investigation into future capacity requirements. February-May 
2007 
Project Manager. Reviewed and provided a formal written report on the Michigan Public 
Service Commission’s 2 1 st Century Energy Plan Report. 

Case No. U-15001 On behalfof the MUG in PSCR 2007/08 Plan proceeding. November 

Project Manager and Testifying Witness. Reviewed PSCR plan requirements and testified 
regarding the company’s projected PSCR under-recoveries for 2005 and 2006. 

2006-A~g~st 2007 

Case No. U-14701-R On behalfof the MUG in PSCR 2006/07 reconciliation proceeding. 
June-November 2007 
Project Manager and Testifyrag Witness. Reviewed PSCR reconciliation and testified to 
eliminate some expenses used in the company’s calculation of its under-recovery PSCR 
reconciliation for 2006. 
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Case No. U-14547 On behalfof the MUG in the matter of the application of CECO for 
authority to increase rates for the distribution of natural gas and for other relief 
December 2005-April 2006 
Expert Witness and Project Manager. Provided analysis, recommended adjustments, and 
filed testimony for the Attorney General on CECO’s proposed increase to base rates. 

Case No. U-14347 On behalfof the MUG in the matter of the application of CECO for 
authority to increase its rates for the generation and distribution of electricity and for 
other relie$ April-September 2005. 
Project Manager. Managed project team and supported testimony on cost of service, 
revenue allocation and rate design issues. 

Before the Missouri Public Service Commission MOPSC) 
Veolia Energy Company (Veolia) 2011 and 2012 Request for Authority to Increase 
Electric Rates in Missouri (Case No. HR-2011-0241). July-September 201 1 
Project Manager and Testifjmg Witness. Led a team of consultants engaged to review 
Veolia’s proposed adjustments, rate base, revenues and expenses, affiliate transactions 
and allocations, revenue requirement, cost of capital, and cost of service and rate design. 
Evaluated Veolia’s proposed revenue requirement and testified before the MOPSC to 
proposed adjustments to the revenue requirements filed by the company in its application. 

Consultant to Ameren UE. Conducted revenue requirement analysis in preparation of 
Missouri Public Service Commission compliance filing to un-bundle utility’s rate tariffs. 
Prepared the filing requirements and all support schedules analysis to justify allocations 
of generation, transmission and distribution. 

New Mexico Public Regulation Commission CNMPRC) 
Special Case Study: Public Service Company of New Mexico (PNM) NM PRC Docket 

Blue Ridge worked with QSI Consulting, Inc. to conduct a training session for the 
NMPSC Staff and develop training materials for presentation to Staff on the basic 
elements of future test year proceedings, how those may differ from traditional rate cases, 
and how to apply and interpret the forecasting methodologies and modeling that will 
come into play; and analyze the pending PNM rate case and provide an analytic 
framework for Staff to apply to the forecasting issues in the case. 

NO. 10-00086-UT August 2010 

Before the North Dakota Public Service Commission nsDPSC) 
Northern States Power Company PSP) 201 1 and 2012 Request for Authority to Increase 
Electric Rates in North Dakota (Case No. PU-lO-657/PU-ll-55). April-October 201 1 
Project Manager and Testifying Witness. Led a team of consultants engaged to review 
NSP’s proposed adjustments, rate base, revenues and expenses, affiliate transactions and 
allocations, revenue requirement, cost of capital, and cost of service and rate design. 
Evaluated NSP’s proposed revenue requirement and testified before the NDPSC to 
proposed adjustments to the revenue requirements filed by the company in its application. 
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Before the Nova Scotia Utility and Review Board 
Case No. P-888 On behalf of the Consumer Advocate of the Province of Nova Scotia in 
the base rate proceeding ofNova Scotia Power. December 2006-March 2007 
Project Manager and Testifying Witness. Provided an evaluation of a management audit 
of Nova Scotia Power and that report’s usefulness to assess the company’s management 
performance and operational efficiency within the context of that proceeding. 

Before the Public Utilities Commission of Ohio CPUCO) 
Case No. 11-5428-EL-RDR On behalfof the Staff of the Public Utilities Commission of 
Ohio In the matter of the application of Delivery Capital Recovery (DCR) Rider 
Contained in the Targs of Ohio Edison Company, The Cleveland Electric Illuminating 
Company, and The Toledo Edison Company (collectively, Companies). November 20 1 1 - 
April 2012 
Project Manager and Expert Witness. Led a team of consultants engaged to audit and 
attest to the accuracy and reasonableness of the Companies’ compliance with their 
Commission-approved DCR Riders with regard to the retum earned on plant-in-service 
since the Companies’ last distribution rate case. 

Case No. 08-0917-EL-SSO On behalfof the Ohio Hospital Association in the matter of 
the Application of American Electric Power of Ohio for authority to increase rates for 
distribution of electric service. (Hired by Ohio Hospital Association’s attorney for utility 
matters, Bricker and Eckler, to provide expertise in negotiating rate with American 
Electric Power). September 2008-March 2009 
Evaluated revenue and rate impact on member hospitals. 

’ 

’ 

On behalf of the Staff of the PUCO: 
0 Case #08-0072-GA-AIR Columbia Gas of Ohio for an increase in gas rates, 

0 Case #07-0829-GA-AIR Dominion East Ohio for an increase in gas rates, 
November 2007-July 2008 

0 Case #07-0589-GA-AIR Duke Energy Ohio for an increase in gas rates, 
November 2007-Februrary 2008 

Project Manager. Oversaw multi-discipline team of accountants, auditors, engineers and 
analysts to conduct a comprehensive rate case audit of the company’s gas base rate filing. 
Primary goal of project was to validate information in filing, provide findings 
conclusions and recommendations concerning the reliability of information and data in 
the filing and support Staff in its evaluation of the reasonableness of the filing. 

April-AuSst 2008 

Case No. 07-0551-EL-UNC On behalfof the Ohio Schools Council in the matter of the 
Application of FirstEnergy Ohio (and its operating companies Ohio Edison, Cleveland 
Electric and Toledo Edison) for authority to Increase rates for distribution service, 
modzJL certain accounting practices and for tariffapproval. August 2007-April 2008 
Project Manager. Hired by Ohio Schools Council’s attorney for utility matters (Bricker 
and Eckler, LLP) to provide industry expertise in reviewing FirstEnergy’s application 
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with respect to cost of service and rate design and the resulting impact on Council’s 
member school systems’ energy costs. 

Case No. 06-0986-EL-UNC On behalf of the City of Cincinnati in the matter of the 
Application of Duke Energy Ohio, Inc., to modifi its market-based Standard service oflei-. 
May-August 2007 
Project Manager. Hired by City of Cincinnati’s Water and Sewer District attorney for 
utility matters pricker and Eckler, LLP) to provide industry expertise in reviewing the 
company’s proposal and impact on City’s project energy costs. 

Oregon Public Utilitv Commission (OPUC) 
Docket No UP205 Examination of NWNatural ’s Rate Base and Affiliated Interests Issues 
Co-sponsored between NW Natural, Staff, Northwest Industrial Gas Users, Citizens 
Utility Board. August 2005-January 2006 
Project Manager. Led a team that conducted a management audit of NW Natural Gas that 
included an evaluation of rate base issues for Financial Instruments (gas and financial 
hedging) Deferred Taxes, Tax Credits, Cost for a Distribution System, Security Issuance 
Costs and AFUDC calculations as well as Affiliate Transactions for Cost Allocations and 
Transfer Pricing, Labor Loading, Segregation of Regulated Rate Base and Subsidiary 
Investments and Properties, and validation of tax paid fioxdto affiliates are proper. Audit 
was to ensure the company’s compliance with orders, rules and regulations of the OPUC, 
with company policy and with Generally Accepted Accounting Principles. 

Utah Division of Public Utilities 
Docket No. 09-035-23 In the Matter of the Application of Rocky Mountain Power (IMP) 
for Authority to Increase its Retail Electric Utility Service Rates in Utah and for 
Approval of its Proposed Electric Service Schedules and Electric Service Regulations. 
June-December 2009 
Project Manager and Testifylng Witness. Verified the reasonableness of the revenue 
requirements as provided by the company in its application and testified before the Public 
Service Commission of Utah. 

Docket No. 09-035-15 In the Matter of the Application of RMP for Approval of its 
Proposed Energy Cost Adjustment Mechanism (ECAM) - Net Power Cost Evaluation 
(NPC), RMP 2009 General Rate Case. July-December 2009 
Project Manager and Testifymg Witness. Analyzed the reasonableness and technical 
accuracy of the RMP’s NPC request, performed a comprehensive review of the 
company’s NPC estimate and developed recommendations to ensure an accurate baseline 
for the ECAM, analyzed special issues addressed in the NPC portion of the case, 
analyzed the company’s fuel price hedging policies and provided recommendations 
appropriate for the ECAM, and reviewed intervener NPC issues as well as analyzing 
additional issues as raised by the company and testified to hedging issues. 
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Before the Washington Utilities and Transportation Commission Iwu TC) 
Independent Third-party Evaluation of Puget Sound Energy ’s (PSE) Conservation 
Incentive Mechanism (ECIM) under the co-direction of PSE and the WUTC Staff Phase 
I :  July-October 2009; Phase 11: October 2009-September 2010 
Project Manager. Assess the extent to which the design and implementation of the 
incentive mechanism addressed key issues and objectives required by the Commission: 
accuracy of implementation in calculations of incentives or penalties, compliance with 
the conditions and requirements of the pilot program, proper use of the calculation 
methodology, and which assumptions or methods were used to calculate and verify the 
savings report. 

Before the Public Utilities Commission of the State of Colorado (COPUC) 
Docket No. 04A-050E Review of the Electric Commodity Trading Operations of Public 
Service Company of Colorado (PSCo) 
On behalf of the COPUC Staff. March-September 2004 
Project Manager. Focused operational audit within the bounds of a litigated proceeding to 
determine if ratepayers were subsidizing or negatively impacted by PSCo’s energy 
trading function. 

South Carolina State Senator 
Advised Senator on regulatory process for requesting States Public Service Commission 
for a comprehensive review of Duke Power Company’s storm and restoration and right of 
way management. Reviewed and advised Senator of results of report finding. 

Southern Connecticut Gas 
Consultant. As part of a team that conducted a comprehensive management audit of the 
management and operations of the company, completed the capital budgeting area of the 
audit. 

Before the New York Public Service Commission 
Case: 94-C-0657 
Commission Staff. Proceeding to evaluate the compliance of NYNEX with Commission 
rules and orders related to operational support system costs to competitors. Part of staff 
panel to facilitate discussion between the company and potential competitors (i.e., users 
of operational support systems) and report back to Commission. 

Focused review of the preparedness of Rochester Gas and Electric (RG&E) and 
Consolidated Edison (ConEd) for competition in the electric industry. Evaluated all 
aspects of the company’s management actions to prepare for competition including 
strategic planning, goals and objectives and senior management’s attention to the 
company operations in a de-regulated industry. 

Case: 97-M-0567 
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Commission Staff. Litigated proceeding to determine the benefits of a proposed merger 
of Long Island Lighting Company (LILCO)/Brooklyn Union Gas. Analyzed proposed 
synergy savings. 

Case: 96-E-0 132 Show Cause Proceeding Regarding Rate Relief for Ratepayers of 
LILCO 
Commission Staff and Testifying Witness. Litigated proceeding where Staff proffered 
testimony containing a benchmark study showing that LILCO’s operations and 
maintenance expenses were excessive compared to a peer group of 24 utilities. Panel 
testimony concerning the findings and conclusions resulting from the benchmark study. 

Case: 96-M-0858 Prudence Investigation into the Scrap Handling Practices in the 
Western Division of Niagara Mohawk Power Company WIMO) 
Commission Staff and Testifymg Witness. Litigated proceeding as a result of allegations 
of bribery and corruption in company practices related to a specific vendor who 
purchased company scrap metal. Lead team of 10 staff examiners to quantify the extent 
to which the company paid excessive rates to this vendor. Testified to the findings of the 
analysis. Case settled with ratepayers receiving a credit to bills. 

Case: 9 1-C-0613 Operational Audit of the Outside Plant Construction and Rehabilitation 
Program of New York Telephone Company 
Commission Staff. Comprehensive operational audit of the company’s management and 
implementation of a $150M capital program to rehabilitate the outside plant distribution 
network. Served as Staff Examiner responsible for crew supervision, goals monitoring, 
contractor oversight, and report preparation. 

Case: 9 1 -W-0583 Prudence Proceeding of the Operations and Management of Jamaica 
Water 
Commission Staff and Testifymg Witness. Litigated proceeding as a result of audit to 
determine extent to which management inattention and inappropriate practices resulted in 
excessive costs to rate payers. Testified on a Staff panel to the excessive costs associated 
with management’s inattention to sound business practices related to the design, purchase 
and installation of the company customer information system. 

Case: 92-W-0030 Operational Audit of Jamaica Water Operations and Management 
Commission Staff. Comprehensive management audit of company operations. 
Responsible for work plan development, and specific topics areas including engineering, 
contracting, and information technology. Findings led to prudence proceeding. 

Case: 92-M-0973 Management Audit of RG&E 
Commission Staff. Comprehensive management audit of company operations. 
Responsible for work plan development, supervision of staff and specific topics areas 
including purchasing and internal controls. 

Case: 93-E-0918 Operational Audit of the Demand Side Management Function at RG&E 
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Commission Staff. Comprehensive operational audit of the demand side management 
function including program planning, management and energy savings verification. 
Developed and supervised the implementation of the work plan. 

Case: 88005 Operational Audit of Materials and Supply Function at National Fuel Gas 
Commission Staff. Comprehensive operational audit of the materials and supplies 
function including warehouse operations, inventory control and procurement. Developed 
and implemented the work plan for this project. 

Operational Audit of the Fuel Procurement and Contracting of LILCO 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Provided research and data evaluation 
expertise to the project. 

Operational Audit of the Fuel Procurement and Contracting of ConEd 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Provided research and data evaluation 
expertise to the project 

Case: 90007 Operational Audit of the Fuel Procurement and Contracting of Central 
Hudson Gas and Electric 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Provided research and data evaluation 
expertise to the project 

Operational Audit of Fuel Procurement and Contracting of Orange & Rockland Utilities 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Provided research and data evaluation 
expertise to the project 

Operational Audit of the Fuel Procurement and Contracting of RG&E 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on nuclear fuel. Provided research and data evaluation expertise. 

Case: 88-E-1 15 Prudence Proceeding to Investigate the Construction Costs Associated 
with the Homer City Coal Cleaning Plant (HCCCP) 
Commission Staff and Testifjmg Witness. Litigated proceeding as a result of audit to 
determine extent to which management inattention and inappropriate practices resulted in 
excessive construction charges related to the HCCCP. Testified on a Staff panel to the 
fuel price differential costs resulting fi-om the failure of the coal cleaning plant to function 
as designed as well as surrebuttal testimony on the cost of a flu-gas de-sulfurization plant 
and ancillary equipment and facilities. Case settled. Customers received $125M credit. 

Case: 87003 Operational Audit of the HCCCP 
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Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on the construction of the HCCCP jointly owned by New York 
State Electric and Gas (NYSEG) and Penelec. Responsible for fuel and construction costs 
analysis, benchmarking costs and alternative methods for meeting EPA Clean air 
restrictions, contracting practices and report preparation. 

Case: 87003 Operational Audit of the Fuel Procurement and Contracting of NYSEG 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Responsible for fuel cost analysis, 
benchmarking costs, contracting practices and report preparation. 

Case: 86007 Operational Audit of the Field Crew Supervision and Utilization of NYSEG 
Commission Staff. Comprehensive operational audit to determine effectiveness of field 
crew utilization and supervision. Staff examiner responsible for verifying supervisor 
activities, reporting, goals attainment and report preparation. 

Case: 86005 Prudence Proceeding to Investigate the Fuel Procurement and Contracting 
Practices at NIMO 
Commission Staff. Litigated proceeding as a result of audit to determine extent to which 
management inattention and inappropriate practices resulted in excessive fuel charges to 
customers. Responsible for fuel cost analysis and benchmarking costs, contracting 
practices, and testimony preparation. Case settled with customers receiving $66M credit. 

Case: 86005 Operational Audit of the Fuel Procurement and Contracting of NIMO 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Responsible for fuel cost analysis and 
benchmarking costs, contracting practices and report preparation. 

Case: 85001 Operational Audit of the Research and Development Function of ConEd 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on R&D activities. Staff examiner on the project responsible for 
reviewing projects documentation and control, outside contracting a report preparation. 

Testimony Bled by Mr. McGarry 

Arizona Public Service Company - Docket No. E-O1345A-11-0224 

Delmarva Power and Light Company - Docket No. 11-528 
Delmarva Power and Light Company - Docket No. 07-239F 
Delmarva Power and Light Company - Docket No. 06-284 

Commonwealth Edison - Case: 05-0597 

Before the Arizona Corporation Commission 

Before the Delaware Public Service Commission 

0 

0 

0 

0 

Before the Illinois Commerce Commission 

Before Maine Public Utilities Commission 

0 
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Northern Utilities Inc. - Case No. 2008-151 
Northern Utilities hc .  - Case No. 2004-8 13 

PEPCO and Delmarva Power and Light Company - Case No. 9092/9093 
Before the Maniland Public Service Commission 

Before the Michigan Public Service Commission 
e 

0 

a 

a 
e 

a 

a 

a 

a 

a 

0 

0 

a 

a 

a 

0 

a 

a 

a 

a 
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Consumers Energy Company - Case No. U-16655 
Detroit Edison Company - Case No. U- 1 6434-R 
Detroit Edison Company - Case No. U-16047-R 
Detroit Edison Company - Case No. U-16434 
Detroit Edison Company - Case No. U-16892 
Detroit Edison Company - Case No. U- 16472 
Michigan Consolidated Gas Company - Case No. U-16407 
Detroit Edison Company - Case No. U-16356 
Consumers Energy Company - Case No. U-16300 
Detroit Edison Company - Case No. U- 16047 
Detroit Edison Co. and Michigan Consolidated Gas - Case No. U-15806/U-15890 
Consumers Energy Company - Case No. U-15805/15889 
Detroit Edison Company - Case No. U-15677-R 
Consumers Energy Company - Case No. U-15675-R 
Consumers Energy Company - Case No. U-15415-R 
Consumers Energy Company - Case No. U-15245 
Detroit Edison Company - Case No. U-15244 
Michigan Gas Utilities Corporation - Case No. U-15040 
Consumers Energy Company - Case No. U-15001 
Consumers Energy Company - Case No. U-14701-R 
Consumer Energy Company - Case No. U-14547 

Before the Missouri Public Service Commission 

Before the New York Public Service Commission 
Veolia Energy Company - Case No. HR-20 1 1-024 1 

Long Island Lighting Company - Case: 96-E-0132 
Niagara Mohawk Power Company - Case: 96-M-0858 
Jamaica Water - Case: 91-W-0583 
New York State Electric & Gas Homer City Prudence Review - Case: 88-E-115 

Northern States Power Company - Case Nos. PU-10-657 and PU-11-55 

Nova Scotia Power - Case No. P-888 

Rocky Mountain Power - Docket No. 09-035-23 

Before the North Dakota Public Service Commission 

Before the Nova Scotia Utility and Review Board 

Before the Utah Division of Public Utilities 
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Speaking Engagements 
National Association of Regulatory Utility Commissioners - Before the NARUC sub- 
committee on Accounting and Finance, CAPEX Trackers, March 28,2012. 

Institute of Public Utilities, Michigan State University, East Lansing, MI; Advanced 
Regulatory Studies Program, training session on Management Audits and Prudency 
Reviews; September 27,2011, and September 30,2010. 

National Association of Regulatory Utility Commissioners - Before the NARUC sub- 
committee on Accounting and Finance, service company costs and allocations to 
regulated entities, September 15,2010. 

New Mexico Public Regulation Commission Staff, Santa Fe, NM - In cooperation with 
QSI Consulting; service companies and related cost allocations, benchmarking, and rate 
case planning; June 29,2010. 

Colorado Public Utilities Commission Staff - In cooperation with QSI Consulting; future 
of regulation and deregulation, revenue requirements, rate base, rate of return, cost of 
service, determining net operating income, cost of capital, staff audits, and affiliate 
transactions; June 22,2006. 
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EXECUTIVE SUMMARY 
UNS ELECTRIC, INC. 

DOCKET NO. E-04204A-12-0504 

Staff’s testimony in this proceeding describes and presents evaluations, observations and 
recommendations regarding the above captioned matter to the Arizona Corporation Commission 
pursuant to our investigation on behalf of Utilities Division Staff. We were to evaluate the 
service quality and reliability of the distribution system, observe and evaluate the major items of 
investment proposed for post-test year inclusion into rate base, and review the operations and 
maintenance practices of UNS Electric Inc. (“UNS Electric” or “Company”) in providing electric 
services to its customers. A field investigation and analysis of the Company’s service quality 
indices comprised a major component of our evaluation. Other aspects included on-sight 
discussions with Company personnel, review of filed testimony and the Company’s application, 
preparation of data requests and analysis of the Company’s responses to same and responses to 
data requests by others. The results of these investigations and analysis are presented in OUT 
testimony . 

UNS Electric’s quality of service and reliability of its distribution system are reflected by 
the values of indices of customer average frequency and duration of outages as defined by 
Institute of Electrical and Electronics Engineers (“IEEE”) Standard 1366. These indices were 
requested in STF 4.38 for the period of 2010-2012 by calendar year. In addition, we reviewed 
records of customer complaints concerning outages and restoration of outages and a listing of 
outages of a duration of 4 hours or more affecting 200 or more customers during each outage. 
Based upon our analyses of the service quality indices provided by UNS Electric, we have 
concluded that the quality of service provided by the Company is generally acceptable for each 
of the three years reviewed. However, there is a discernible trend toward less reliability in the 
more recent two years. We recommend that the Company’s indices for 2013 be reviewed to 
determine if the trend has improved and that the Company compile its service indices results by 
separate services areas and by individual circuits. Further, to improve the service quality, we 
recommend that the Company base its future distribution maintenance and restoration efforts on 
an individual circuit basis as indicated by each circuit’s service quality indices. We note that 
such a program has recently been initiated by Tucson Electric Power Company (“TEP”). 

UNS Electric’s grid operation and control is provided by the control center operated by 
TEP personnel. Similarly, the TEP Customer Call Center also serves the Company’s customers. 
We had recently evaluated and observed the operation and procedures of the control center and 
call center during the most recent TEP rate proceeding and found them acceptable and 
competently operated. That remains our opinion as those operations relate to the present UNS 
Electric proceeding. 

The Company is requesting an increase of about $23.6 million in adjusted rate base since 
2008 and of about $13.1 million of post-test year plant additions be included in this proceeding. 
A significant item of the post-test year addition requested is that of the Rio Rico Solar 
photovoltaic facility in the amount of $5.755 million. 



Field investigations were made of many of these projects including 4 projects in the 
Nogales service area and 5 projects in the Kingman/Lake Havasu service areas. Of these, 3 in 
the lSingman/Lake Havasu area are part of the post-test year added plant requested as are all 4 of 
those in the Nogales area. Our investigations indicate that all of these, with one exception, can be 
properly included in rate base in this proceeding. The Rio Rico Solar Project will not be in 
service as of June 30,2013 and, therefore, does not meet the standard by which the Commission 
should allow this investment into rate base in this proceeding. 

The Company has requested adjustment to its current depreciation for the Valencia and 
Black Mountain Generating Stations (“BMGS”) to reflect future decommissioning requirements. 
The Company provided a study by others titled “Decommissioning Study of TEP Generating 
Assets,” apparently in support of its requested adjustments. However, UNS Electric has not 
introduced a modified depreciation study in this proceeding. 

Our review of the decommissioning study indicates that the costs for Valencia and 
BMGS as requested are based upon a projected total clearing of the sites except for the 
associated substations, followed by a restoration of the sites to a “green field” status. We 
question the reasonableness of these projections as it seems much more likely that both sites will 
be maintained as generation assets with replacement of major equipment components as may be 
required. The Company argues that either or both sites could be retired as a result of new 
developments in generation with resulting higher heat rate. In this event, certain aspects of the 
plants are required to be restored by regulatory permitting. We find this unconvincing. Given 
the lack of a modified depreciation schedule and insufficient justification for the estimated 
decommissioning, we are recommending that the Commission reject the request for the inclusion 
of these projected costs in this proceeding. 

In conclusion, we found the Company’s reliability and service quality of its distribution 
system to be acceptable but that the trend in service quality indices requires review for the results 
of 2013 when available. We accept the Company’s request for its claimed additions to rate base 
for the post-test year period with the exception of the Rio Rico Solar Project. We find the O&M 
practices to be acceptable and that they can be improved by the addition of a program of targeted 
circuit betterment using the service indices on an individual circuit basis as a guide. We also 
find to be acceptable with good procedures, the operation and control of the UNS Electric grid 
and the operations of the call center. We conclude that the allowance of additional depreciation 
for the projected decommissioning of Valencia and BMGS is not justified. 

Our recommendations to the Commission are as follows: 

1. We recommend that UNS Electric have its distribution quality of service indices 
available, upon request, for review by Staff on a monthly and calendar year basis. 
Additionally, we recommend that these indices be by calendar year on a service 
area by service area basis, as well as on an overall system-wide basis. These 
indices are the Customer Average Interruption Duration Index (“CADI”), the 
System Average Interruption Frequency Index (“SAIFI”), and the System 
Average Interruption Duration Index (“SAIDI”). 



2. We recommend that UNS Electric submit its quality of service indices for 
calendar year 2013 for Commission Staff review by March 3 1,2014, to determine 
if the trend of the indices is improving. 

3. We recommend that UNS Electric prepare on an annual basis a listing of the 
worst performing circuits identified by service area and reliability indices and 
adopt a program similar to that implemented by TEP to target annual circuit 
maintenance toward circuits identified by indices value and survey as representing 
the most efficient means of improving SAIFI values. 

4. UNS Electric has proposed a total of $14.417 million €or post-test year gross 
utility plan in service. We have no objection to the Commission accepting UNS 
Electric’s proposed post-test year gross utility plant in service amount of $8.662 
million (ACC jurisdictional amount of the $8.770 million shown on application, 
Schedule B-2) requested by UNS Electric for inclusion into rate base from an 
engineering standpoint. However, recommend that the Commission not approve 
UNS Electric’s proposed post-test year plant-of $5.755 million associated with 
the Rio Rico Solar Project requested by UNS Electric for inclusion into rate base. 

5. UNS Electric maintenance scheduling should continue to include thermal 
scanning of the substatiodswitchyard bus and connected lines on a regular basis, 
including the BMGS. 

6. We recommend that UNS Electric’s request that expected costs of 
decommissioning of certain of its generating assets not be approved for inclusion 
in depreciation rates at this time. In this regard, should the Commission wish to 
consider allowing these costs, we recommend that the Commission direct UNS 
Electric to file a definite plan and support for its current claims, and as well with 
regard to any anticipated future claims, as to the need for the inclusion of such 
decommissioning costs as a cost of removal component of depreciation rates. 
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I. INTRODUCTION 

Q. 

A. 

Please state your name and business address. 

My name is William Michael Lewis. 

Wheelersburg, Ohio 45694 

My business address is 934 Valley Street, 

Q. 

A. 

What is your present employment? 

I am employed by the firm of W. M. Lewis and Associates, Inc. (“WML&A”). I am the 

President of the firxn. 

Q. 

A. 

Please describe the nature of the firm. 

WML&A is a Consulting Engineering fm which provides various engineering services, 

primarily in areas of electrical power &d electric utility operation, to a range of clients 

including investor-owned electric utilities, municipal utilities, international investment 

organizations, and regulatory bodies. The firm was established in 1958. 

Q. 

A. 

Please describe your background, education, and experience. 

I have been employed by WML&A since 1979. Prior employment was with Goodyear 

Atomic Corp. and Westinghouse Electric. Positions that I have held at WML&A include 

Sr. Engineer, Manager of Engineering, Vice-president, and President. I hold a BSEE 

degree from Ohio State University and an MBA from Ohio University. For the past 15 

years, much of my work has involved foreign assignments on behalf of the Asian 

Development Bank and World Bank in project post-evaluation, feasibility studies, and 

reviews of operation and maintenance of various generating stations, urban and rural 

transmission and distribution systems, and utility management. Additional tasks included 

the design of facilities and preparation of agreements for the interconnection of utilities, 
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preparing operating agreements between utilities and independent power producers, and 

various tasks related to the privatization of electric utilities in the South Asian area. 

Additional aspects of my experience and education are presented in my resume, which is 

attached to this testimony as Attachment 1. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Are you filing direct testimony on behalf of Arizona Corporation Commission 

(“Commission”) Utilities Division Staff (“Staff’)? 

Yes. 

What is the nature of your testimony in this proceeding? 

My testimony describes and presents evaluations, observations and recommendations 

regarding the above captioned matter to the Commission on behalf of Commission Staff. 

We evaluated the service quality and reliability of the distribution system, observed and 

evaluated some of the major items of investment proposed for post-test year inclusion 

into rate base, and reviewed the operations and maintenance practices of UNS Electric, 

Inc. (“UNS Electric” or “Company”) in providing electric services to its customers. 

What was the major component of your evaluation? 

Consistent with the authorization fiom Staff, a major component of the investigation was 

the field inspections of UNS Electric facilities in the Kingman, Lake Havasu, and 

Nogales areas. Field inspections were made on May 20, 2013 through May 25, 2013, 

accompanied by UNS Electric and Tucson Electric Power Company (“TEP”) personnel. 
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Q. 
A. 

Q. 
A. 

11. 

Q. 
A. 

Who participated in the field investigations with you? 

I performed the field inspections with the assistance of Kenneth Strobl, P.E. of the firm of 

Technical Associates, Inc. Ed Stoneburg Staff also participated on May 23 in Nogales. 

Mr. Strobl also contributed to the preparation of this testimony. 

Please describe the major elements of your investigation. 

The major elements of our investigation focused on UNS Electrl;’s service quality 

distribution system indices, and the operations of selected transmission and distribution 

facilities currently in service and under construction. The field inspections included 

discussions with the Company’s engineering and other technical personnel, as well as 

field supervisory personnel responsible for the operations of the Company’s electrical 

transmission and distribution network assets. In anticipation of and in conjunction with 

these activities, we reviewed portions of UNS Electric’s prefiled application and 

testimony in this case, as well as public documents such as its Federal Energy Regulatory 

Commission (“FERC”) Form 1. Additionally, we prepared data requests to the Company 

that addressed service quality, electric distribution and generation system operations; i.e., 

Staff data requests Set No. 4, STF 4.01 through 4.38. 

WORK ACTIVITIES AND EVALUATIONS 

Please describe your evaluations and the role of your field investigations. 

Our work activities began with reviews and analyses of UNS Electric’s application and 

prefiled testimony and exhibits in this proceeding. In addition to the information in the 

application and prefiled materials, we reviewed the Company’s responses to data 

requests, as well as other supplemental documents filed in support of the application. 
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- Information was acquired and analyses undertaken through UNS Electric’s responses to 

data requests in Staff Set No. 4. For example, the Company’s response to STF 4.01 and 

STF 4.02 provided the listing of UNS Electric’s construction and installation projects the 

Company is requesting as post-test year investment for inclusion in rate base in this case. 

The Company’s response to STF 4.02 provided in-service dates for projects completed or 

yet to be completed since the last UNS Electric base rate case. 

Responses to Staff data request STF 4.38 provided information and analyses addressing 

the Company’s distribution system performance, operations, and reliability indices. 

UNS Electric’s responses to STF 4.07 through STF 4.10 provided operational 

information regarding certain of UNS Electric’s transmission, distribution, and operating 

and maintenance information relating to the Company’s overhead and underground lines 

and substation facilities. Additionally, the Company’s response to STF 4.1 1 through 4.16 

addressed the installation, operations and performance of metering programs and plans 

for the UNS Electric system for the near fiture. 

A. 

Q* 

A. 

Quality of SewiceDistribution Performance 

Please discuss the determination of the Company’s Quality of Service as it relates to 

Distribution Performance. 

The electric utility industry has developed various indices as indicators of distribution 

performance and reliability. These include measures of customer average outage duration 

and average frequency of outages. These indices are defined by the Institute of Electrical 

and Electronics Engineers (“IEEE”) standard P1366 which has set a 5-minute disruption 

of service as the threshold to be considered an outage for the calculation of the various 
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indices. In 2003, IEEE 1366 included the concept of a “Major Event Day” (“MED”) to 

account for outages deemed to be caused by unusually severe weather and similar 

incidents so that such incidents could be considered separately from normal operating 

conditions. MED thresholds are calculated on a 5-year (rolling) average. The quality of 

service indices of most interest are Customer Average Interruption Duration Index 

(“CADI”), System Average Interruption Frequency Index (“SAIFI”), and System 

Average Interruption Duration Index (“SAIDI”). In response to Staff data request STF 

4.38, UNS Electric provided the determinations of its system monthly indices for the 

years 2010,201 1, and 2012. In STF 4.19, we also requested that the Company provide a 

listing of service interruptions of at least 4 hours and that affected more than 200 

customers in each of the calendar years 2009 through 2012. 

Q. 
A. 

Please discuss the Company’s responses to your Request For Service Interruptions. 

The Company’s response to STF 4.19 provided outage forms fiom the customer-hour 

outage reports on file with the Commission which are derived from the Company’s 

geospatial information system. The response included four outage forms for 2009, two 

outage forms for 2010, none for 2011, and one for each of 2012 and 2013 through 

February. 

Staff data request STF 4.20 requested that the Company provide a list of informal 

complaints to the Company regarding service outages andor poor power quality. UNS 

Electric provided copies of “Utility Complaint Forms” for the period 2010 to 2013 (last 

one dated February 2013). In my opinion, there were not a lot of informal complaints 

over the period 2010 to 2013 as reflected in the Company’s response to STF 4.20. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Please describe the nature of the Company’s response to Staff Data Request STF 

4.38. 

The Company’s response included the monthly determinations for SAIFI, CADI and 

SAJDI evaluated at the five (5) minute interval level for its combined system. In 

addition, the analyses of the indices were presented excluding MED periods for each of 

the months of 2010, 2011, and 2012. MEDs, however, only occurred in the months of 

January of 2010 and August of 2012. 

Did UNS Electric provide determinations of these indices in its last rate case? 

Yes. The Company provided determinations for SAIFI and CAJDI in the last case for the 

years 2007, 2008 and 2009 for each of its service areas. Its Mohave service area was 

separated into the Kingman and Lake Havasu areas. 

What are the physical characteristics of a distribution system that affect its indices? 

The values of SAIFI, i.e., the frequency of outages to an average customer, are affected 

by the circuit configuration, circuit lengths, and the relative severity of lightning and 

weather events in the service area. In general, overhead radial circuits tend to have a 

higher frequency of outages as compared to network or looped network configurations. 

Longer circuit line lengths tend to have more exposure to various physical damage such 

as wind, ice, birds, etc. Moreover, the greater the number of lightning strikes in a given 

area, the greater the likelihood of an outage for longer circuit line lengths. CADI values 

(i.e., the duration of an outage to an average customer) is affected by the physical size 

and terrain of the service area, as that tends to increase the distance between the cause of 

the outage and the location of repair personnel. The availability of replacement 

equipment and their placement can also have an adverse effect. 
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Q* 

A. 

Q. 

A. 

Q. 

A. 

Given your observations of the service areas and facilities of the Company, what 

aspects would affect the performance of the Company’s electric system? 

The Company’s typical circuit configuration is of an overhead radial design which is well 

suited for its customer base and density. However, as stated above, this configuration 

tends to be less reliable than others. In addition, all of the three service areas include 

extensive rural areas where customers are remote from the central maintenance facilities, 

and most likely, from the assigned “troubleman” who will be charged with responding to 

reported outages. The nature of the service areas and the circuit configurations would 

tend to result in elevated indices values for both frequency and duration of outages, as 

well as the fact that the southwest areas of the country are recognized as having high 

lightning frequency and those are of above average intensity. 

Did the Company provide separate evaluations of the service quality indices for 

each of its service areas? 

No. The Company’s analyses of service quality indices were provided on a total system 

basis. While the Company’s total system analyses are acceptable, not presenting these 

indices for each service area prevents comparative evaluation of outages and their 

restoration within their diverse service areas; e.g., comparisons of Mohave, Santa Cruz 

and Lake Havasu service areas. This is discussed further hereaRer and will be the basis of 

one of our recommendations. 

What observations and comments do you have regarding UNS Electric’s Service 

Quality Indices for the period 2010-2012? 

The indicies provided, including the effects of Major Event Days, are as follows: 
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Q. You say that the performance was “very good” for CY 2010, what constitutes “very 

good” in your opinion? 

In my opinion, a company goal should be to limit the average customer outages to one or 

less than one in a calendar year with a duration of one hour or less. From the data above, 

we can see that the performance during CY 2010 was of that quality. 

A. 

2010 201 1 2012 3-Year Average 

CAIDI 61.17 71.04 68.79 67.00 

SAlFI 0.88 1.51 1.46 1.28 

SAID1 53.92 107.26 100.51 87.23 

These values indicate that for the three years of record, the average customer experienced 

between one and two service outages per year with an outage duration of about one hour 

to about one hour and 11 minutes. Restoration of system outages, on average, took 

between slightly less than one hour to almost two hours. System performance and 

restoration were very good during CY 201 0, significantly less so in CY 20 1 1 , and trended 

back toward the CY 2010 values during CY 2012. 
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Q. 

A. 

What can you say as to the performance in the following two years? 

The values presented for CY 201 1 and CY 2012 are indicative of a less reliable system 

and are trending in the “wrong” direction. This is especially evident in the approximate 

100% increase in the SAID1 values for each of the later years and the corresponding 

increases in SAIFI compared to CY 2010. Interestingly, the CADI values indicate a 

much smaller deterioration, on the order of about 15%. 
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Q. 

A. 

Q. 

A. 

Based upon the averages of the three-year indices values, how would you evaluate 

the system reliability? 

Based upon the average over the three years considered, I would consider the reliability 

of the UNS Electric distribution system to be acceptable. Staff recommends that the 

Company determine what the underlying factors for the increases in the system 

interruption frequency and duration during the later years and take steps to reverse the 

trend relative to 2010. Staff also recommends, that UNS Electric develop and present its 

indices separately for the KingmdLake Havasu and the Nogales service areas to allow 

for a comparative evaluation of outages and their restoration within their diverse service 

areas. 

Do you have a recommendation as to a methodology by which that might be 

expedited? 

Yes. During the most recent case with TEP we were informed of how TEP has addressed 

this. It is our understanding that TEP develops the indicies on an individual distribution 

circuit basis. The circuits with the higher SAIFI are then surveyed by experienced 

linemen to identify needs for betterment and replacement to improve the circuit outage 

performance. The survey results combined with the prior year indices values are then 

used to select circuits for improvement, and funds are allocated toward that improvement 

on the targeted circuits. Staff recommends that this procedure be implemented by UNS 

Electric. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

How do the indices for UNS Electric compare to those of other utilities of similar 

size, service areas, and circuit configurations and how would you make such a 

comparison? 

The three-year average values for UNS Electric would probably place them above 

average for comparable utilities. 

What would you consider a reasonable result for the Company for SAIDI? 

I would consider a value for SAIDI of between 80-100 to be reasonable for the present 

with demonstrated improvement toward the lower end of that range to be reasonable 

going forward. 

Would you expect that for the Company t o  reach and maintain a SAIDI of between 

80-100 that level would require significant increases in operational expenditures? 

No. In my opinion, instituting a program of monitoring and evaluating outage reports 

and identifying the more problematic circuits that require mitigation would be sufficient 

to reach and maintain such levels of distribution reliability and performance indices and 

in customer satisfaction without a significant increase in annual expenditures. 

Do you have any further comments as to the reported indices? 

Not on the indices per se, but due to the trend of UNS Electric’s reported indices, we 

would recommend that UNS Electric present its results for calendar year 2013 to the 

Commission for Staff review to determine if the trend has improved. 
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Q. 

A. 

B. 

Q. 

A. 

What other aspects of the Company’s operations and development would tend to 

improve its reliability indices? 

As the Company continues to replace the older circuit facilities and standardize its 

distribution substations, there should be corresponding decreases in the frequency of 

outages. We have previously reviewed the operation of the Call Center which serves both 

TEP and UNS Electric and consider its procedures to handle outage and other trouble 

calls to be acceptable in efforts to minimize response times and outage durations. 

In Service Operations and Facilities Investment 

Please discuss the Company’s Construction Work In Progress investments and its 

request for inclusion of these in rate base in this proceeding. 

The Direct Testimony of UNS Electric witness DeConcini states that since 2008 the 

Company’s rate base has increased by $23.6 million as a result of capital investment 

excluding the Black Mountain Generating Station (“BMGS”). Mr. DeConcini states that 

since the last rate case test year (12 months ending December 31, 2008) UNS Electric’s 

capital investment has been $157 million (2009 through June 30, 2012) which includes 

$63 million for the purchase of BMGS. Moreover, he indicates that the Company is 

requesting about $13 million of post-test year net plant additions be included in rate base 

in this case. 

UNS Electric witness Dukes has likewise addressed the post-test year request in his 

Direct Testimony. Specifically, he has stated that the Company has “adjusted its ACC 

jurisdictional rate base to include approximately $13.1 million of used and useful solar 

projects and other plant additions that have been, or are expected to be, placed in service 

between July ,2012 and June 30,2013.” As stated previously, the Company’s response 
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to STF 4.01 provides a listing of individual projects, the dollars of which equate to the 

amount of “other plant additions” referred to by Mr. Dukes. 

Q. 
A. 

Q. 

A. 

Please continue. 

One of the objectives of our field investigations of May 20 through May 25 was to 

observe many of the projects, and discuss them with the UNS Electric and TEP personnel 

responsible for their development and performance. Our focus during the field 

investigations was on some of the largest and most expensive projects that are contained 

in the list of projects provided by UNS Electric in response to STF 4.01 and STF 4.02. 

With regard to these projects, UNS Electric personnel took us on a tour of a portion of the 

13 8 KV line project between the Vail and Valencia substations being undertaken by UNS 

Electric in the Rio Rico area (north of Nogales) of its service territory. 

Please describe the projects listed in the Company’s Response To STF 4.01 and STF 

4.02 which were discussed and viewed during your visit to Arizona. 

The following is a listing and brief description of UNS Electric projects that were 

discussed and, in some instances, viewed with UNS Electric/TEP personnel during our 

field investigations. Our field visits and dscussions with UNS Electric and TEP 

personnel were separated between the Kingman and Lake Havasu, and the Nogales 

portions of the Company’s service areas. 

Projects in the Kingman and Lake Havasu areas --- 

(1) Project No. 304061B - Replacement of Meters and Metering Equipment: Meter 
replacements and installs of Automated Meter Reading (‘‘m’) are currently at 
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about 6,000 meters in the Kingman area. UNS Electric is replacing about 1,000 
meters per year in the Kingman and Lake Havasu areas. The Company’s goal is 
to have the AMR install program completed in 4 or 5 years. The data fiom the 
new meters is sent to control servers in the UNS Electric facilities in Kingman for 
routing over communications lines to Tucson for billing. 

Project No. 312661B - 69 KV Transmission System Replacement: Single pole 
structures and cross-arm configuration replacement work undertaken by UNS 
Electric local crews. UNS Electric is upgrading the conductors to meet increased 
capacity requirements and future growth. The cross-arm replacements are of a 
polymer material being used in contrast to the traditional wood material. The 
easiest portion of the project has been completed, with the more difficult, 
mountainous routes yet to be done; Le., completed about 40 miles of this 50 mile 
project. 

Project No. 3 13361A - Recon Casson 5008-Sierra VstBenton: Reconductoring 
of distribution line on a current right-of-way. UNS Electric is undertaking the 
work with the line energized to minimize disruption of service in the Kingman 
area. The work also includes the replacement of poles wherein the Company is 
setting both wood and steel poles. 

Project No. 3145613 - 69 KV Tie-Line and Breakers System Replacement: The 
tie-line and breakers work was undertaken to integrate the new generation 
installed at the Mercator Mine facility outside of Kingman. The primary purpose 
of the new installation was to provide adequate isolation and outage control in this 
area of UNS Electric’s network. 

Project No. 331062B - Distribution Replacement and Betterment (“R&B”): This 
project reflects on-going &&B of distribution facilities in the Kingman and Lake 
Havasu areas since 2009. This continuing project consists of replacement and 
upgrading of portions of the Company’s primary and secondary overhead and 
underground conductors and associated transformer facilities. This project also 
consists of emergency repairs and replacements of damaged overhead and 
underground facilities. 

Q. 

A. 

Which of these projects that you have briefly described in the Kingrnaaake 

Havasu areas are included in the Post-Test Year Plant Requests of UNS Electric? 

Three (3) of the KingmdLake Havasu projects are part of the post-test year plant 

requested by UNS Electric for inclusion in rate base in this case. The projects are listed 

in the Company’s response to STF 4.01/ RUCO 1.07: Project Nos. 304061B, 313361s 
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and 331062B. As shown in the response to STF 4.01RUCO 1.07, these projects totaling 

about $1.5 million are part of the other plant category of post-test year gross utility plant 

investment of $8.662 million presented in Schedule B-2 of the Company’s application. 

Q- 
A. 

Q. 

A. 

Please continue. 

Projects in the Nogales area -- 

Project No. 311164s - Valencia Transformer Replacement: Part of several 
projects at the Valencia Substation undertaken by UNS Electric included a 
transformer replacement. UNS Electric also installed reverse-osmosis equipment 
at the Valencia Substation to support an adequate treated water supply. The latter 
was a problem; i.e., an adequate supply of treated water, when we visited the 
Substation in conjunction with the Company’s last base rate case. 

Project No. 312164A - Building Acquisition for Operations: UNS Electric 
acquired a building to be used for local offices and repaidmaintenance staging 
facility in Nogales. The building was a one-time auto dealership and is 
undergoing remodeling by UNS Electric with almost all of the facility functional 
at this time. The property surrounding the building provides adequate paved 
space for parking for personnel, as well as for maintenance vehicles and 
equipment and for storage of supplies. 

Project No. 383064A - Valencia Turbine: Project consisted of the installation of a 
new turbine unit at the Valencia Substation. 

Project No. 392064s - Vail to Valencia 138 KV Line: UNS Electric is currently 
undertaking an upgrading of the existing 115kV line using the existing right-of- 
way. Numerous steel double-circuit poles have been set with poles continuously 
being set, and conductor stringing will commence soon. Much of the work is 
being undertaken by contractors. 

Which of these projects that you have briefly described in the Nogales area are 

included in the Post-Test Year Plant Requests of UNS Electric? 

All four of the Nogales projects are part of the post-test year plant requested by UNS 

Electric for inclusion in rate base in this case. The projects are listed in the Company’s 
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response to STF 4.01RUCO 1.07. These projects totaling about $4.3 million are part of 

the other plant category of post-test year gross utility plant investment of $8.662 million 

presented in Schedule B-2 of the Company’s application. 

Q. 

A. 

Q. 
A. 

Please briefly describe any other construction and maintenance activities that were 

undertaken and discussed with UNS Electric personnel during your field 

investigations. 

During our discussions of the on-going meter replacements and the operation of the AMR 

system in the Kingman service area, we noted that the transmission of metering data in 

the Lake Havasu area to the Kingman collection point is dependent on a single T1 data 

link. During later discussion with UNS Electric personnel we questioned the reliability of 

this condition and were informed that UNS Electric recognizes this to be a problem and is 

actively pursuing various ways of adding a fiber link between Lake Havasu and 

Kingman. We agree with UNS Electric that this is a concern and should be addressed in 

an expedited manner. 

Please continue. 

We also discussed the use of thermal imaging as a periodic check on bus bars and 

overhead conductors as we had recommended this in the last base rate case of UNS 

Electric. We were informed that UNS Electric performs such routine maintenance and 

has discovered that the thermal imaging can now also detect SF6 leakages on circuit 

breakers of that type. This is a significant development and we commend UNS Electric 

for adopting thermal imaging as a periodic maintenance tool and for extending this 

methodology to include SF6 facility maintenance. 
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Q. 

A. 

Q. 
A. 

UNS Electric’s Post-Test Year Gross Utility Plant request includes an amount of 

renewable plant of $5.755 million. Please discuss this request. 

This portion of post-test year plant sought by the Company relates to the Rio Rico 

Project. This project is a utility scale solar, photovoltaic generation facility. The project 

is located north of Nogales in Rio Rico and consists of a fxed axis structural support 

system for the photovoltaic panels. The project is described by UNS Electric personnel 

as a phased project with the initial phase generation output at about 5.7 MW. Currently, 

structural supports for the panels are being set at the site. UNS Electric personnel have 

stated that completion of a portion of three projects is expected by the end of 2013. 

Given that single-axis solar panels can be installed fairly quickly, we have no reason to 

question the projected completion by the end of 2013, but note that very little installation 

was observed during our field observations and certainly the project will not be available 

by the end of the post-test year period (June 30,2013). 

Please continue. 

UNS Electric has stated that its post-test year plant requests to be included in rate base 

are represented by plant investment projects expected to be completed and in-service to 

serve customers within the time period July 2012 through June 2013. Based on our view 

of the project, and particularly our discussion with UNS Electric personnel, the Rio Rico 

Project should not be allowed in rate base in this case. Mr. Smith also addresses this in 

his testimony. 
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Q- 

A. 

Q. 

A. 

III. 

Q. 

A. 

B.1 

What is your opinion of the electric grid operations and control of the facilities of 

UNS Electric? 

We have reviewed the operations of the control center which manages the grid operations 

of both TEP and UNS Electric during TEP’s recent rate case. We found them to be 

acceptable and competently operated, and that opinion has not changed. 

Electric Grid Operations and Call Center Procedures 

How would you assess the operation of the call center as it relates to management 

and responding to trouble calls? 

As with the grid operations, we reviewed the operations and procedures of the call center 

serving UNS Electric customers during our field investigations in TEP’s rate case. We 

found the operation and procedures to be well performed and acceptable, and we have not 

changed our opinion in this proceeding. 

DECOMMISSIONING COSTS 

What comments do you have related to UNS Electric’s request that certain 

decommissioning costs be included in depreciation of generating assets at the 

Valencia Generating Station and at BMGS? 

While UNS Electric has not introduced a new depreciation study in this case, the 

Company is requesting adjustments to its current generation depreciation for certain 

assets at its Valencia Generating Station and at BMGS. The Company provided the 

Decommissioning Study of TEP Generating Assets (“Decommissioning Study”) in 

response to STF 5.3, which includes an assessment of Valencia and BMGS. This study is 

apparently in support of its requested adjustments. 
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Q. 
A. 

Q. 

A. 

Have you reviewed the Decommissioning Study? 

Yes. I have reviewed the Decommissioning Study and discussed its contents with UNS 

Electric personnel in Tucson during our field investigation last month. It is my opinion 

that the costs presented in the Decommission Study are based on total clearing of the sites 

and the restoration to a “green field” state at the generating stations. On its face, this 

does not seem to be a reasonable projection. 

UNS Electric argues, for example, that the Valencia Station and BMGS could be retired 

as a result of advancements in the development of a higher heat rate technology. Even if 

this were to happen, it should not result in a total clearing of a generating site since the 

switchyard, the grid connections, the availability of natural gas and water, the control 

facilities, etc. would remain useful. That is, at the end of the life of the present 

generating units, the generating equipment would be replaced and the site would continue 

as a location of UNS Electric generating assets. 

Do you have any final comments and a recommendation regarding the Company’s 

proposal related to the decommissioning of certain generating assets? 

In my opinion, UNS Electric’s justification for the inclusion of decommissioning of the 

Valencia Station and BMGS is not convincing and reasonable. UNS Electric has not 

presented any precedent or specific requirement as to why this “clean slate” site clearance 

is necessary or appropriate. Accordingly, I recommend that the Commission reject UNS 

Electric’s request that these expected costs of decommissioning be included in its 

depreciation rates in this case. 
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Iv. 
Q* 
A. 

RECOMMENDATIONS TO THE COMMISSION 

Please summarize your recommendations to the Commission. 

Our recommendations to the Commission are as follows: 

1. We recommend that UNS Electric have its distribution quality of service 
indices available, upon request, for review by Staff on a monthly and calendar 
year basis. Additionally, we recommend that these indices be by calendar 
year on a service area by service area basis, as well as on an overall system- 
wide basis. These indices are the Customer Average Interruption Duration 
Index (“CADI”), the System Average Intemption Frequency Index 
(“SAIFI”), and the System Average Interruption Duration Index (“SAIDI”). 

2. We recommend that UNS Electric submit its quality of service indices for 
calendar year 2013 for Commission Staff review by March 31, 2014, to 
determine if the trend of the indices is improving. 

3. We recommend that UNS Electric prepare on an annual basis a listing of the 
worst performing circuits identified by service area and reliability indices and 
adopt a program similar to that implemented by TEP to target annual circuit 
maintenance toward circuits identified by indices value and survey as 
representing the most efficient means of improving SAIFI values. 

4. UNS Electric has proposed a total of $14.417 million for post-test year gross 
utility plan in service. We have no objection to the Commission accepting 
UNS Electric’s proposed post-test year gross utility plant in service amount of 
$8.662 million (ACC jurisdictional amount of the $8.770 million shown on 
application, Schedule B-2) requested by UNS Electric for inclusion into rate 
base from an engineering standpoint. However, recommend that the 
Commission not approve UNS Electric’s proposed post-test year plant-of 
$5.755 million associated with the Rio Rico Solar Project requested by UNS 
Electric for inclusion into rate base. 

5. UNS Electric maintenance scheduling should continue to include thermal 
scanning of the substatiodswitchyard bus and connected lines on a regular 
basis, including the BMGS. 

6. We recommend that UNS Electric’s request that expected costs of 
decommissioning of certain of its generating assets not be approved for 
inclusion in depreciation rates at this time. In this regard, should the 
Commission wish to consider allowing these costs, we recommend that the 
Commission direct UNS Electric to file a definite plan and support for its 
current claims, and as well with regard to any anticipated future claims, as to 
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the need for the inclusion of such decommissioning costs as a cost of removal 
component of depreciation rates. 

Q. 
A. 

Does this complete your direct testimony? 

Yes, it does. 
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EXECUTIVE SUMMARY 
UNS ELECTRIC CORPORATION 
DOCKET NO. E-04204A-12-0504 

Mr. Solganick’s direct testimony reviews the UNS Electric (“Company”) Lost Fixed Cost 
~ ~ ~~ . -  - Recovery (“LFC,’) proposal. -~ ~ 

Mr. Solganick presents Staffs recommendation based on a review of the Company’s 
application and responses to Staff data requests. Staff recommends that the Commission 
modify the Company’s LFCR proposal to (1) allow the Company to recover only 
transmission and distribution (delivery) service fixed charges, (2) cap the increased revenue 
allowed for each year at one percent, (3) recover the lost fixed cost revenue on a percentage 
of revenue basis, and (4) make the LFCR mechanism consistent with the recently approved 
Tucson Electric Power Company LFCR mechanism. 
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QUALIFICATIl 
- _ _ _  - _  _ _  - ~- 

Please state your name, occupation, and business address. 

My name is Howard Solganick. I am a Principal at Energy Tactics & Services, Inc. My 

business address is 810 Persimmon Lane, Langhorne, PA 19047. I am performing this 

assignment under subcontract to Blue Ridge Consulting Services, Inc. on behalf of the 

Arizona Corporation Commission (“Commission”) Utilities Division (‘Staff ’). 

Please summarize your qualifications and experience. 

I am licensed as a Professional Engineer in Pennsylvania (active) and New Jersey 

(inactive). I hold a Professional Planner’s license (inactive) in New Jersey. I served on 

the Electric Power Research Institute’s Planning Methods Committee and on the Edison 

Electric Institute Rate Research Committee. I have been appointed as an arbitrator in 

cases involving a pricing dispute between a municipal entity and an on-site power supplier 

and a commercial landlord-tenant case concerning submetering and billing. I previously 

served on two New Jersey Zoning Boards of Adjustment as Chairman and member and a 

Pennsylvania Township Planning Commission as Chairman and member. 

I have been actively engaged in the utility industry for over 35 years, holding utility 

management positions in generation, rates, planning, operational auditing, facilities 

permitting, and power procurement. I have delivered expert testimony in utility planning 

and operations, including rate design and cost of service, tariff administration, generation, 

transmission, distribution and customer service operations, load forecasting, demand side 

management, capacity and system planning, and regulatory issues. 
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I have led andor participated in consulting projects to develop, design, optimize, and 

implement both traditional utility operations and e-commerce businesses. These projects 
- ~ - - ~- 

focused on the marketing, sale and delivery of retail energy, energy related products and 

services, and support services provided to utilities and retailers. 

I have been engaged by clients to review proposed distributed generation contracts and the 

operation and integration of generating assets within power pool operations, and have 

advised the Board of Directors of a public power utility consortium. For a period of four 

years I was engaged by a multiple site commercial real estate organization to manage its 

solicitation for the purchase of retail energy. As a subcontractor, I have performed 

management audits for the Connecticut Department of Public Utility Control and the 

Public Utilities Commission of Ohio. I also provide (as a subcontractor) support for the 

Staff and Commissioners of the District of Columbia Public Service Commission for 

electric and gas rate cases. 

I have also been engaged (as a subcontractor) to review utility performance before, during 

and after outages resulting from major storms including Hurricane Ike and the two 2011 

storms that affected New Jersey. 

From 1994 to the present, I have been President of Energy Tactics & Services, Inc. From 

1996 to 1998, I was a Managing Consultant for AT&T Solutions. From 1990 to 1994, I 

was Vice President of Business Development for Cogeneration Partners of America. In 

that position, I was responsible for the development of independent power facilities, most 

of which were fueled by natural gas and oil. 
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Q- 
A. 

From 1978 to 1990, I held progressively increasing positions of responsibility with 

Atlantic City Electric Company in generation, regulatory, performance, planning, major 

procurement, and permitting areas. 

- _ _  ~~ ~~ 

From 1971 to 1978, I was an Engineer or Project Engineer for Univac, Soabar, Bickley 

Furnaces and deLaval Turbine, designing card handling equipment, tagging and printing 

machines, high temperature industrial furnaces, and utility and industrial power generation 

equipment, respectively. 

I received a Bachelor of Science in Mechanical Engineering (minor in Economics) fi-om 

Camegie-Mellon University and a Master of Science in Engineering Management (minor 

in Law) from Drexel University. I have also taken courses on arbitration and mediation 

presented by the American Arbitration Association, scenario planning presented by the 

Electric Power Research Institute and load research presented by the Association of 

Edison Illuminating Companies. I have also taken courses in zoning and planning theory, 

practice and implementation in both New Jersey and Pennsylvania. 

Have you previously submitted testimony in regulatory proceedings? 

Yes. I have testified andor presented testimony (summarized in Exhibit HS-1) before the 

following regulatory bodies: 

Arizona Corporation Commission 
Delaware Public Service Commission 
Georgia Public Service Commission 
Jamaica (West Indies) Electricity Appeals Tribunal 
Maine Public Utilities Commission 
Maryland Public Service Commission 
Michigan Public Service Commission 
Missouri Public Service Commission 
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0 New Jersey Board of Public Utilities 
0 Public Utilities Commission of Ohio 
0 Pennsylvania Public Utility Commission 
0 Public Utility Commission of Texas 

_ _  . ~~ ~~ - ._ - - -~ . -  - _ _ _ _ _  

DIRECT TESTIMONY 

Q. 
A. 

Q. 
A. 

Q. 
A. 

For whom are you appearing in this proceeding? 

I am appearing on behalf of the Utilities Division Staff (“Stafi”) of the Arizona 

Corporation Commission (“Commission”. 

What is the purpose of your testimony? 

My testimony analyzes the Lost Fixed Cost Recovery (“LFCR’) proposal of UNS 

Electric, Inc. (“UNSE” or “Company”). 

0 Based on my review of the Company’s application, supporting testimony, and 
responses to data requests, I recommend that the Commission modify the 
Company’s LFCR proposal as follows: 

o Allow the Company to receive recovery for only transmission and 
distribution (delivery) service fixed costs 

o Cap the increased revenue allowed for each year at 1% 

o Recover the lost fixed cost revenue on a percentage of revenue basis 

o Adjust the LFCR mechanism to be consistent with the recently approved 
Tucson Electric Power Company (“TEP”) LFCR 

What is revenue decoupling? 

Decoupling is the term used to define a rate design that is designed to disconnect a 

utility’s earnings or revenue from sales of energy or commodity. Decoupled rates can be 

designed to eliminate or reduce the utility’s disincentive to encourage energy 

conservation, the impacts of the business cycle andor the effects of weather. 
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Q. 
A. 

Q. 
A. 

Have you reviewed specific decoupled rate design proposals in other jurisdictions? 

I have reviewed proposals for decoupled electric and gas rate designs in Delaware for the 

Staff of the Delaware Public Service Commission where I also assisted in the pre- 

implementation education process. I have also reviewed decoupling proposals by gas 

utilities and offered testimony in Maryland for the People’s Counsel and in Michigan for 

the Attorney General. In addition, I assisted the Staff of the District of Columbia Public 

Service Commission in the evaluation and implementation of a decoupled rate design for 

delivery of electricity. I also sponsored a LFCR mechanism in the most recent Arizona 

Public Service (“APS’’) rate case (Docket No. E-O1345A-11-0224) and the recent TEP 

rate case (Docket No. E-01933A-12-0291), on behalf of Staff. 

_ _  ~~ - ~- ~ ~ 

Please describe the Company’s LFCR proposal. 

The Company’s proposal is to establish a LFCR mechanism focused on recovering its 

estimate of the fixed costs that are unrecovered due to energy efficiency and distributed 

generation. The Company’s LFCR mechanism would exclude fuel and purchased power 

charges because those areas are already subject to an adjustment mechanism or annual 

formula.’ Customer charges and 50% of demand-based charges would also be excluded.2 

The Company’s LFCR is proposed to include all customer classes except for street 

lighting.3 

The calculation of any lost fixed costs by class is based on the actual kWh metered at the 

distributed generation facilities (or sites)4 and the estimated kwh not consumed based on 

Exhibit CAJ-4 - LFCR Plan of Administration, page 1, Delivery Revenue 
Exhibit CAJ-4 - LFCR Plan of Administration, page 1, Delivery Revenue and Jones Direct 49: 15 
Exhibit CAJ-4 - LFCR Plan of Administration, page 2, Excluded Rate Schedules 
Jones Direct 49:5 
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an independent Measurement Evaluation and Research (‘MER’’) of the Company’s energy 

efficiency program5. 
~ ~ 

To determine the Lost Fixed Cost Revenue the Company’s LFCR mechanism uses a Lost 

Fixed Cost Rate ($/kWh)6 multiplied by the Recoverable Savings (kwh) (EE and DG)? 

This calculation is made individually for each rate class.8 The Company is proposing a 

true-up mechanism for LFCR that would add in any past over or under recovery9 and 

recover the amount &om all customers covered by the Company’s LFCR on a per kwh 

basis. lo 

The Company’s LFCR Plan of Administration refers to Delivery Revenue” and delivery 

charges as inputs into the Company’s LFCR mechanism and therefore might be 

interpreted as focusing on lost distribution costs. The Company’s testimony’* focuses on 

“tail block margin rate’’ costs other than customer charge and power purchase and fuel. 

This definition effectively includes generation and transmission costs. 

The Company’s LFCR mechanism annual cap would be 2%13 (except during the initial 

period)14 with the remaining balance plus interest carried to the next period.15 Subject to 

the annual cap, the Company’s LFCR mechanism aggregates all under-recovery or over 

Jones Direct 49:2 
Exhibit CAJ-4 - LFCR Plan of Administration, Page 3 ’ Exhibit CAJ-4 - LFCR Plan of Administration, Page 3 
Exhibit CAJ-4 - LFCR Plan of Adrmnistration, Page 3 
Exhibit CAJ-4 - LFCR Plan of Administration, Page 3 

lo Exhibit CAJ-4 - LFCR Plan of Administration, Page 3 
l 1  Exhibit CAJ-4 - LFCR Plan of Administration, Page 1, Delivery Revenue 
l2  Jones Direct 475 
l3  Jones Direct 48:2 
l4 Jones Direct 48: 1 1 
l5 Jones Direct 48:4 
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Q* 

A. 

recovery on an annual basis and recovers or repays those sums over the following twelve- 

month period beginning July 1'' (the Effective Period per Exhibit CAJ-4).16 
_ _  . .  ~~ ~ -~ - 

The Company is also proposing a fixed charge alternative for residential customers who 

may want a cost certain option. This alternative has a monthly cost of either $2.50 or 

$6.50 depending on whether the monthly consumption is less than 2,000 kwh or more 

than 2,000 kwh.17 A gap (at exactly 2,000 kwh) exists on the proposed residential tariffs 

RES-01 and RES-01 TOU.18 This minor item will need to be addressed at implementation 

if the Company's LFCR mechanism is approved as proposed. 

Is the Company's proposed LFCR mechanism the same as the LFCR mechanism 

approved by the Commission for APS in Decision No. 73183? 

No. The Company's testimony characterized the LFCR as "...very similar to the 

Commission-approved mechanisms in the AF'S and UNS Gas rate cases that were decided 

earlier this year.391g 

In response to a Staff data request, the Company further defined the differences as:2o 

0 Recovery of lost revenues through a kwh charge instead of a percentage-based 
charge 

0 Use of an annual true-up mechanism for prior years 
0 A2%cap 
0 Exclusion of the lighting rate class2* 

l6 Jones Direct 47:24 
l7 Jones Direct 48:19 '* Exhibit CAJ-8 
l9 Jones Direct 46:20 

21 Exhibit CAJ-4 - LFCR Plan of Administration, Page 2 
UNS Response to STF 2.64 
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Are there other differences that were not enumerated by the Company? 
__ 

Yes, there are the following differences: 

0 Lost revenue would be based on tail-block revenue22 that includes generation 
costs 

0 An effective date at the end of the Test Year (7/1/12)23 rather than the 
beginning of the rate effective period 

Has the Company estimated the impact of the LFCR mechanism? 

The Company estimated the impact of its LFCR mechanism at approximately $2.5 million 

for the last six months of 2012 (after the Test Year) and all of 2013.24. The Company 

provided Exhibit CAJ-5 that estimates the annual impact of its proposed LFCR 

mechanism. The supporting documentation demonstrates that the Company’s generation 

costs are included in its  calculation^.^^ 

The Company’s proposed LFCR mechanism differentiates between lost fixed costs before 

and after the rate effective date by recognizing the different tail block rates effective 

before and after the expected rate change.26 

Do you support the adoption of the Company’s LFCR mechanism as proposed? 

No. Due to the timing of the UNS filing compared to the proposed Settlement Agreement 

for TEP there are differences between the LFCR for TEP and for UNS that should be 

resolved. 

22 Jones Direct 49:14 
23 Jones Direct 50:6 
24 Jones Direct 50: 19-23 and Exhibit CAJ-5 (D6) 
25 UNS Response to STF 2.65 
26 UNS Response to STF 2.65 
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~ ~ - ~ - 
Why should the UNS LFCR be similar to the TEP LFCR? 

On June 11, 2013, the Commission approved the TEP Settlement including the LFCR. 

Although there are differences between UNS and TEP, for administrative economy at the 

Commission including Staff resources, and consistent application by UNS and TEP, which 

should lead to lower implementation costs, the UNS LFCR should, where possible, be the 

same as or very similar to the TEP LFCR. 

. -  - . -  

What areas of the Company’s revenue do not require some form of revenue 

decoupling to deal with the impact of energy efficiency programs and distributed 

generation? 

The following cost areas do not require decoupling protection in whole or in part: 

Energy 
Distribution Cpartial) 
Customer Management 

Generation and Purchased Power (including capacity) 

o Customer Accounts and Sales 
o Metering 
o Billing 
o Meter Reading 

Is some form of revenue decoupling needed for transmission charges? 

Absent an adjustment mechanism to true-up transmission charges, some form of limited 

decoupling is appropriate. If the Company’s Transmission Cost Adjuster (“TCA”) is 

approved then the transmission component of the LFCR should only include the 

transmission costs in base rates.27 

’’ UNS Response to STF 2.19 
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Q* 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Is decoupling needed for distribution revenue? 

Distribution costs are not as fungible and some distribution assets cannot serve other 

customers within the short term. Therefore, a reduction in per customer sales may result 

in a shortfall in revenues to cover fixed costs. Decoupling is needed to recapture the 

portion of distribution costs that are collected on a volumetric (per kwh) basis. Some of 

the Company’s rate schedules collect distribution costs using demand charges, which will 

remain constant or change slower than a straight volumetric rate. 

~ ~- ~ 

Why is revenue decoupling not necessary for the Customer Charges? 

As a customer takes advantage of energy efficiency or distributed generation the Customer 

Charge is collected regardless of the customer’s usage. 

Is the Company subject to an energy efficiency goal? 

Yes. The rules2* (the “Rules”) set cumulative (and incremental) savings (based on prior 

year sales) as follows: 

2014 
2015 

1.25 1.25 
3.00 1.75 
5.00 2.00 
7.25 2.25 
9.50 1 2.25 

Has the Company developed an energy efficiency forecast? 

Yes. The supporting workpapers to Exhibit CAJ-5 contain the Company’s estimate of the 

results of its energy efficiency efforts under the title “EE related KWh”.30 

*’ Arizona Administrative Code R14-2-240 1, et seq (effective January 1,20 1 1) 
29 Arizona Administrative Code R14-2-2404, Table 1 (effective January 1,201 1) 
30 UNS Response to STF 2.65 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

Has the Company developed a forecast of the impact of distributed generation? 
~- 

Yes. The supporting workpapers to Exhibit CAJ-5 contain the Company’s estimate of the 

impact of distributed generation under the title “DG related KWh”?l 

Without some mechanism would the Company’s Plan have a measureable impact on 

the Company’s revenue? 

Yes. The Rules require reductions in the Company’s sales compared to each prior year. If 

the Company meets those goals then a portion of the Company’s transmission and 

distribution revenue could be impacted. 

After reviewing the Company’s LFCR mechanism what changes would you 

recommend? 

I recommend changes to the Company’s LFCR mechanism that would align the LFCR for 

the Company to the recently approved TEP LFCR as follows: 

Remove the Company’s recovery of generation charges 

Change the recovery basis fiom a $kWh basis to a percentage of revenue 
basis, with separate charges for EE and DG 

Ensure that any transmission costs included in the LFCR mechanism are not 
double counted within a transmission adjustment 

Reduce the annual cap to 1% 
Revise the following proposed defmitions to be consistent with the TEP LFCR 
as approved 

o Delivery Revenue to change to Distribution and Transmission Revenue 
o Include a reference to kW of capacity under DG Savings 

Revise the proposed calculations to be consistent with the TEP LFCR as 
approved 

3’ UNS Response to STF 2.65 
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0 Develop and execute a customer education program 

Q. 
A. 

Q. 
A. 

Why is decoupling not necessary for generation and purchased power? 

The Company’s purchased power appears to have a significant amount of 

flexibility that would allow the Company to adjust its purchases to match its short-term 

needs, and purchased power is fungible. Purchased power is not affected if energy is 

delivered to a new customer, an existing customer using slightly more energy or sold off- 

system. Therefore, the Company has many opportunities to adjust its energy supply. 

What is the Company’s forecast for sales? 

The Company’s load forecast shows a trend of increasing total numbers of customers33 

and the reference case (without the effects of EE and DG) shows increasing sales to retail 

customers.34 The reference case for peak demand also shows increasing customer 

demand.35 

32 UNS CONFIDENTIAI, Response to STF 2.32, Technical conference May 14,2013 and UNS 2012 Integrated 
Resource Plan (pages 56-58) and Chart 11 (page 52 
33 UNS 2012 Integrated Resource Plan (Docket No. E-00000A-11-0113) Chart 6 (page 38) 
34 UNS 2012 Integrated Resource Plan Chart 8 (page 41) 
35 UNS 20 12 Integrated Resource Plan Chart 10 (page 43) 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Why do you recommend that the LFCR mechanism collect the lost fixed costs on a 

percentage of base rate revenue basis? 

The LFCRs approved for APS and TEP and the Company’s proposed LFCR mechanism 

require the same data and/or estimates. Lost fixed costs include both energy and demand 

impacts. The use of revenue based recovery (rather than a per kwh basis) preserves the 

relationship between customer, demand and energy revenues collected from customers 

and therefore does not shift the LFCR impact towards high load factor customers. 

How should PPFAC costs be treated? 

If the PPFAC is approved as the Company requested, then there is a separate mechanism 

to recover and adjust for the changes in the Company’s sales and energy production. 

However, if the Company’s request for full costs within the PPFAC is rejected then the 

“Delivery Charge” must be reduced by the amount of fuel and purchased power in base 

rates. The net effect is zero on the calculations made and impact to the Company. 

What concerns do you have about including transmission costs within the LFCR? 

To avoid potential double recovery of lost transmission costs, any changes to the 

transmission rate mechanism must recognize that a LFCR mechanism that includes 

transmission costs will protect the Company from cumulative lost sales. 

Why are you suggesting that the annual cap be reduced to l%? 

Using the information developed by the Company and provided in STF 2.65 the Company 

is now forecasting incremental impacts of less than l%.36 Although the generation 

components shown and used by the Company are minor, the elimination of the fungible 

36 Exhibit CAJ-5 
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Q. 
A. 

Q. 

A. 

generation costs would further reduce the annual impact. With those changes, I have 

calculated the impact of the LFCR and there is no need for a 2% cap. A 1% cap is more 

appropriate. 

Do you recommend a customer education plan for the LFCR? 

Yes. If a LFCR mechanism is approved for implementation, the Company should submit 

a plan to Staff and other parties for customer education. In my experience, this helps to 

make a significant rate change understandable and acceptable to customers. 

Any customer education plan should use a variety of methods to deliver information to 

customers, as customers may be more receptive to one form or another. Some of the 

methods might include bill inserts, bill messages, customer service representatives, energy 

advisors, website explanations and internet postings as the Company suggests.37 I 

recommend additional approaches such as print and TV (both in paid advertisements and 

articles or features written by reporters), meeting with customers in small groups 

(Speaker’s Bureau) and educating community leaders and organizations to further explain 

the concept. 

What changes to the Company’s proposed LFCR are required in order to reflect the 

amended and approved TEP Settlement? 

During the July 11, 2013, Open Meeting, the Commission directed TEP to “split” the 

LFCR into two parts. One part for a LFCR for Energy Efficiency (“EE”) and the other 

part for a LFCR for Distributed Generation (“DG”). 

37 STF 2.63 
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The TEP Plan of Administration (“POA”) for the LFCR as filed with the Settlement 

Agreement already contains the definitions needed to implement the required change, and 

the data needed to perform the calculations are identified. 

The change required by the Commission Decision does not change the impact on a 

customer as the two LFCR parts are algebraically identical to the original LFCR. 

The TEP Settlement Agreement POA added the DG Savings and the EE Savings together 

to calculate the Recoverable kwh Savings (‘DWEE”). The Recoverable kwh Savings is 

then multiplied by the Lost Fixed Cost Rate (“A”) to calculate the Lost Fixed Cost 

Revenue. Finally, the Lost Fixed Cost Revenue is divided by the Applicable Company 

Revenue (“B”) to calculate the LFCR Adjustment. Algebraically the formula is: 

Original LFCR Adjustment = (DG+EE)*A/B 

The two new formulae are: 

DG LFCR Adjustment = DG*A/B 

EE LFCR Adjustment = EE*A/B 

Because the original TEP POA defined the DG Savings and the EE Savings the changes to 

the TEP POA required by the Commission Decision are not complicated. The term 

Recoverable kwh Savings is no longer needed and there will be two LFCR Adjustments. 

The worksheets provided will also need to be rearranged to show the two calculations. 

The 1% LFCR Annual Incremental Cap will still apply but to the sum of the two 

adjustments. 
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Q. 

A. 

Q. 
A. 

When the two LFCR adjustments are applied to the customer’s bill, the Company will 

have to ensure that the two calculations are done in parallel to avoid applying the second 

LFCR adjustment to the bill that includes the first LFCR adjustment. 

How would all of the changes that need to be accomplished to implement a LFCR be 

finalized? 

At the resolution of any rate case, unless the Company was to receive its exact request, the 

Company will have to file rates that conform to the Commission’s decision. If a 

settlement occurs, this calculation process would occur before the settlement is presented 

to the Commission. In either event, the Company has to prepare new rates for approval by 

the Staff as the’result of a Commission decision or acceptance by the parties to the 

settlement document. 

The Company’s technical conference has helped to set the stage for this final effort by 

opening the lines of communication, and the prior performance of the Company’s affiliate, 

TEP, and the common parties in this case demonstrate that the final LFCR rates can be 

developed with reasonable efforts by all parties. 

Does this conclude your direct testimony? 

Yes, it does. 
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Arizona Corporation Commission 
Case -Tucson Electric Power Company Docket No. E-01933A-12-0291 (December 2012 and January 
2013) 
Client - Staff of the Arizona Corporation Commission 
Scope - Testimony covered revenue decoupling, cost of service, revenue allocation, rate design and other 
related issues. 

Arizona Corporation Commission 
Case - Arizona Public Service Company Docket No. E-0 1345A- 1 1-0224 (November and December 
2011) 
Client - Staff of the Arizona Corporation Commission 
Scope - Testimony covered revenue decoupling, cost of service, revenue allocation, rate design and other 
related issues. 

Public Service Commission of Delaware 
Case - Delmarva Power & Light Company Docket No. 10-23 7 (October 20 10) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues 
including revenue stabilization and miscellaneous charges. 

Case - Delmarva Power & Light Company Docket No. 09-4 14 (February 20 10) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues 
including revenue stabilization and weather normalization. 

Case - Delmarva Power & Light Company Docket No. 09-277T (November 2009) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered an analysis of a straight fixed variable rate design for small gas customers and 
implementation issues. 

Case - Delmarva Power & Light Company Docket No. 06-284 (January 2007) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues 
including revenue stabilization or normalization. 

Georgia Public Service Commission 
Case - Atlanta Gas Light Company Docket No. 3 1647 (August 20 10) 
Client - Public Interest Advocacy Staff of the Georgia Public Service Commission 
Scope - Testimony covered revenue forecast, cost of service, revenue allocation, rate design and other 
related issues. 

Case - Atmos Energy Corporation Docket No. 27163 (July 2008) 
Client - Public Interest Advocacy Staff of the Georgia Public Service Commission 
Scope - Testimony covered rate design and other related issues. 
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Jamaica (West Indies) Office of Utility Regulation 
Case - Electricity Appeals Tribunal (August 2007) 
Client - Jamaica public Service Company, Ltd. 
Scope - “Witness Statement” on behalf of the Jamaica Public Service Company Limited. This Statement 
covered issues relating to recovery of expenses incurred due to Hurricane Ivan. 

Maine Public Utilities Commission 
Case - Northern Utilities, Accelerated Cast Iron Replacement Program Docket No. 2005-813 (2005) 
Client - Public Advocate of the State of Maine 
Scope - Testimony covered an analysis of the program’s economics and implementation. 

Public Service Commission of Maryland 
Case - Chesapeake Utilities Corporation Case No. 9062 (August 2006) 
Client - Office of the Maryland People’s Counsel 
Scope - Testimony covered cost of service, rate design and other related issues. 

Case - Baltimore Gas & Electric’s (1993) 
Client - As president of the Mid Atlantic Independent Power Producers 
Scope - Testimony covered BG&E’s capacity procurement plans. 

Michigan Public Service Commission 
Case - Consumers Energy Company Case No. U-15245 (November 2007) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered cost of service, rate design and revenue allocation. 

Case - Consumers Energy Company Case No. U- 15 190 (July 2007) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered issues related to Consumers Energy’s gas revenue decoupling proposal. 

Case - Consumers Energy Company Case No. U-15001 (June 2007) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered issues related to Consumers Energy and the MCV Partnership. 

Case - Consumers Energy Company Case No. U-14981 (September 2006) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered issues relating to the sale of Consumers interest in the Midland Cogeneration 
Venture. 

Case - Consumers Energy Company Case No. U-14347 (June 2005) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered cost of service and revenue allocation. 

Missouri Public Service Commission 
Case - AmerenUE Storm Adequacy Review (July 2008) 
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Client - KEMA/AmerenUE 
Scope - Oral testimony covered KEMA’s review of AmerenUE’s system major storm restoration efforts. 

Case - Veolia Energy Kansas City, Inc. File No. HR-20 1 1-024 1 (September 20 1 1) 
Client - City of Kansas City, Missouri 
Scope - Testimony covered various aspects of the Company’s tariff provisions and the impact on the City 
of Kansas City. 

New Jersey Board of Public Utilities 
Case - Cogeneration and Alternate Energy Docket # 8010-687 (1981) 
Case - PURPA Rate Design and Lifeline Docket # 8010-687 (1981) 
Case - Atlantic Electric Rate Case - Phases I & II Docket # 822-1 16 (1982) 
Case - Power Supply Contract Litigation - Wilmington Thermal Systems Docket# 2755-89 (1989) 
Case - NJBPU Atlantic Electric Rate Case - Phase II(l980-81) Docket # 791 1-95 1 (Before the 
Commissioners of the New Jersey Board of Public Utilities) 
Client - Employer was Atlantic City Electric Company. 
Scope - The cases listed above covered load forecasting, capacity planning, load research, cost of service, 
rate design and power procurement. 

Public Utilities Commission of Ohio 
Case - The Application of Ohio Edison Company, The Cleveland Electric Illuminating Company, and 
The Toledo Edison Company Case 07-551-EL-AIR (January 2008) 
Client - Ohio Schools Council 
Scope - Testimony covers issues related to rate treatment of schools. 

Case - The Application of the Columbus Southern Power Company 08-917-EL-SSO and the Ohio Power 
Company Case 08-918-EL-SSO (October 2008) 
Client - Ohio Hospital Association 
Scope - Testimony covers issues related to rates for net metering and alternate feed service and related 
treatment of hospitals. 

Pennsylvania Public Utilities Commission 
Case - York Water Company Docket No. R-00061322 (July 2006) 
Client - Pennsylvania Office of Consumer Advocate 
Subject - Testimony covered cost of service, rate design and other related issues, also supported the 
settlement process. 

Case - Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2010) 
Client - Municipal Sewer Group 
Subject - Testimony covered capacity planning, construction, treatment of future load and associated 
revenue, cost of service, rate design, capacity fee and other related issues. 

Case - Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2008) 
Client - Municipal Sewer Group 
Subject - Testimony covered cost of service, rate design, capacity fee and other related issues, also 
supported the settlement process. 
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Public Utilities Commission of Texas 
Case - Determination of Hurricane Restoration Costs Docket No. 369 18 (April 2009) 
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EXECUTIVE SUMMARY 
UNS ELECTRIC, INC. 

DOCKET NO. 34420411-12-0504 

Mr. Solganick‘s testimony reviews and analyzes UNS Electric, Inc.’s (“Company”) class 
cost of service study (“CCOSS”) and the various rate design proposals of the Company. 
Mr. Solganick has also filed direct testimony on behalf of the Arizona Corporation Commission 
(“Commission”) Utilities Division (“Staff) regarding the Company’s Lost Fixed Cost Recovery 
proposal on June 28,2013. 

Mr. Solganick‘s testimony presents Staff’s recommendations based on a review of the 
Company’s application and responses to Staffs and other parties’ data requests. 

Mr. Solganick recommends that the Company’s CCOSS not be given significant weight 
in the revenue allocation process. Mr. Solganick’s testimony also describes the economic, 
social, historical and other factors that may affect customers and be the basis of the 
Commission’s determination of the allocation of an increase in revenue. 

Mr. Solganick recommends that the Company’s proposals to consolidate and redesign its 
rates be modified. Mr. Solganick recommends that the residential customer charges be reduced 
and an additional block be added to the standard residential rate. For non-residential rates, 
Mr. Solganick recommends specific customer charges. 

Staff recommends that the Company’s proposals for a 100 percent demand ratchet, partial 
service requirements and the elimination of Super Peak rates be rejected. Instead, Mr. Solganick 
recommends a process to address the Super Peak rates. 

Mr. Solganick recommends that the Company’s proposal for an extended summer On- 
Peak period within its Time of Use rates be replaced by an On-Peak period of six hours in order 
to encourage greater participation by residential and non-residential customers. Mr. Solganick 
also recommends that a customer education program be developed for time-of-use rates. 

Mr. Solganick recommends that the Company’s CARES (lifeline) proposal be modified 
to retain the present level of support and to minimize the impact on certain customer subclasses 
due to the change in structure proposed by the Company. 

Mr. Solganick recommends that the Company’s proposed miscellaneous fees should be 
revised. 

Mr. Solganick recommends that the final rate design be developed through a cooperative 
process among the parties that reflects either a settlement or the Commission’s decision. 

Mr. Solganick recommends that the Commission require the Company to provide 
additional class cost of service information in its next rate case. 
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I. 

Q* 
A. 

Q- 
A. 

Q* 
A. 

II. 

Q. 
A. 

INTRODUCTION 

Please state your name, position and business address. 

My name is Howard Solganick. I am a Principal at Energy Tactics & Services, Inc. My 

business address is 810 Persimmon Lane, Langhorne, PA 19047. I am performing this 

assignment under subcontract to Blue Ridge Consulting Services, Inc. 

For whom are you appearing in this proceeding? 

I am appearing on behalf of the Utilities Division Staff (“Staff”) of the Arizona 

Corporation Commission (“Commission”). 

Did you file direct testimony in this proceeding? 

Yes. 

(“LFCR”) proposal on June 28,2013. 

I filed direct testimony regarding the Company’s Lost Fixed Cost Recovery 

DIRECT TESTIMONY 

What is the purpose of this testimony? 

My testimony analyzes UNS Electric Inc.’s (“Company”) class cost of service study 

(“CCOS!!?’) and the Company’s proposed rate design. I recommend changes to the 

proposed rate design, time of use periods, lifeline rates and various tariff changes. 

Based on my review of the Company’s application, supporting testimony, and responses 

to data requests, I make the following recommendations: 

0 The Commission should direct the Company to revise its proposed rate designs to 
reflect the Staff’s recommendations covering customer charges, miscellaneous 
charges and other elements. 

0 The Commission should direct the Company to revise its Time of Use (“TOU”) 
rate design to reflect the Staff’s recommendations including changing the proposed 
Summer On-Peak period to encourage greater participation. 
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0 The Commission should direct the Company to revise its CARES (low-income and 
medical) rate design to reflect the Staffs recommendations to continue the existing 
level of benefits, reduce the impacts on customers and consolidate the CARES 
rates within the residential rates. 

The Commission should direct the Company to supplement the record on lighting 
and interruptible rates. 

The Commission should reject the Company’s implementation of proposed 
changes to Partial Requirements Service. 

The Commission should reject the Company’s proposal to remove its Super Peak 
TOU rates and instead direct the Company to develop a revised program. 

The Commission should direct the Company to file in its next rate case a series of 
cost of service studies employing the Average and Excess (“A&E-NCP”) and 
Average and Peak (“A&P”) and other cost allocation methodologies primarily 
related to power supply. 

Class Cost of Service 

Q. 
A. 

Q- 
A. 

Has the Company provided a class cost of service study? 

The Company provided its CCOSS based on the Test Year (twelve month period ended 

June 30,2012).’ This schedule provides the individual class returns for the Company’s 

six major customer classes. 

‘What is the purpose of a fully allocated cost of service study? 

Just as the rate case process studies each element of the Company’s operations to 

determine the overall cost to operate the Company efficiently and effectively, a fully 

allocated cost of service study attempts to determine the individual cost to serve each 

customer class and subclass. A fully allocated cost of service study is intended to assist 

the Commission to allocate revenue requirements among customer classes. 

’ UNS Filing Schedule G 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

How does a regulator use the cost of serv..!e study? 

Because customer classes use the utility’s system on an interrelated or shared basis, 

regulators have historically used a fully allocated cost of service study as a guideline to 

allocate revenue among classes. Additionally, regulators typically also consider 

economic, social, historical and other factors that may affect customers when determining 

revenue allocation. 

Are there limitations to a cost of service study? 

Yes, a cost of service study involves judgment and decisions on the part of the practitioner 

in assigning costs to the various customer classes. In some situations, decisions are made 

to use a particular allocation factor for a particular account. In other situations, data used 

to develop an allocation factor are not always complete and/or timely and the practitioner 

must deal with the resulting uncertainty. Consequently, the cost of service study acts as a 

guide in revenue allocation and in formulating rate design. . 

Have you reviewed the CCOSS presented by the Company? 

Yes. The CCOSS was provided as Schedules G-1 through 7. I performed a review of the 

allocations, developed and reviewed the answers to Data Requests by Staff and other 

parties and conducted an informal technical conference with the Company to understand 

certain aspects of the CCOSS. 

Did the Company adjust or normalize its revenues? 

The Company used a Test Year (twelve months ending June 30,2012) and then adjusted it 

to reflect more normal or appropriate (from the Company’s viewpoint) conditions. The 
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Company made revenue adjustments for weather normalization and' customer 

mualization.2 

Q. 
A. 

Q* 

A. 

What is the Company's forecast of its capacity plans for the short-term future? 

The Company currently owns peaking generation and purchases significant capacity and 

energy under a number of power purchase  agreement^.^ Additionally, the Company is 

forecasting the need to review its commitments beginning in 2015 as its existing power 

purchase commitments expire: 

What allocstors does the Company use for its power supply expenses within the 

CCOSS? 

For Other Production Plant the Company uses the DPROD allocator (A&P), which is 

classified exclusively as demand.5 For Other Production Expenses the Company uses the 

EFUEL allocator, which is classified exclusively as energy.6 For Purchased Power 

Expenses the Company uses the EFUEL allocator for energy charges, which is classified 

exclusively as energy.' 

Jones Direct 6:12 and 9:22 
2013 UNS IRP, Page 52 
2012 UNS IRP, Pages 57 and 58 

UNS Schedule G-4, Sheet 2, line 18 
UNS Schedule G-4, Sheet 2, line 29 

' UNS Schedule G-3, Sheet 5, lines 14-20 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

What is the effect of the Company’s decision to allocate Other Production Plant and 

Purchased Power differently? 

The Company is effectively purchasing some of its capacity capability within the 

Purchased Power Fuel Adjustor Clause (“PPFAC”) along with the energy purchased and 

allocates those costs using the EFUEL allocator. Company owned peaking generation is 

allocated on a more traditional basis using the DPROD allocator for rate base and the 

EFUEL allocator for fuel. By allocating all of its purchased power costs (capacity and 

energy) on an energy basis, the results of the CCOSS may be skewed between classes that 

have different load factors. 

Has the use of the A&P allocator been approved by the Commission? 

No. Although the Company supports its use of an A&P allocator by stating, ‘‘This method 

has also been approved by the Commission in previous UNS Electric rate cases.”*, the 

Company was unable to provide any orders referencing the Commission’s approval of the 

A&P allo~ator.’ 

Did the Company provide any other versions of Its  CCOSS using a different allocator 

for power supply? 

No. Another power supply allocator that may be appropriate is A&E-NCP as this 

methodology considers the dual elements of both demand (capacity requirements) and 

average load (energy requirements) as does the A&P methodology. Staff requested a 

version of the CCOSS using this allocator and the Company objected to the request as 

being overly burdensome and requiring the Company to generate additional CCOSS 

models not already in its possession.” 

* Jones Direct 17:6 
UNS Response to STF 2.28 

lo UNS Response to STF 2.27 
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Q* 
A. 

Q. 
A. 

Q* 
A. 

Is the development of the A&E-NCP all-cator overly burdensome o costly? 

No. With some planning this allocator can be developed when other CCOSS allocators 

are constructed. Most CCOSS models can easily substitute one allocator for another. An 

all energy allocator and a coincident peak allocator (using four peaks “4CP”) are 

developed as the A&P allocator is developed. 

Did you examine the results of the CCOSS provided by the Company? 

I reviewed the Company’s Exhibit G, the CCOSS prepared by the Company, and found a 

result that caused me to perform additional investigation. The Unitized Rate of Return on 

Rate Base (“UROR”) of the Mining class is shown as -1.865.” In light of the negative 

UROR I was then surprised that the Mining class received a revenue increase percentage 

closer to the overall percentage increase. 

I contacted the Company and through an informal technical conference it confirmed that 

the CCOSS uses load and other allocation information from the Test Year.” However, 

the CCOSS includes significant revenue adjustments, which in the case of the Mining 

class reduce the annual revenue by over 40 percent.I3 

What is the source of the 40 percent reduction in Mining class revenues? 

The Company has indicated that one of its Mining customers added a turbine for self- 

generation that “drastically changed their load and demand.”14 

Schedule G-1 Sheet 1, Column G 
l2 Technical Conference May 21,2013 and email May 28,2013 
l3 Schedule G-1 Sheet 1, Column G, Rows 20 and 2 1 
l4 UNS Response to STF 2.58 
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Revenue 

Q. 
A. 

Does the Company’s adjustment of revenues impact any other classes? 

Yes, it impacts every class to varying extents. The Company’s CCOSS adjusts revenues 

for each class to account for weather normalization, customer annualization and known 

changes such as the Mining class. The class impacts are:I5 

Q- 

A. 

~ 

Class 

Small General Service I 10,609,847 I 927,189 

17,104,043 -2,349,203 

Mining 11,701,004 

Lighting 451,535 163,825 

Adjustment 

-3.76% 

-0.29% 

8.74% 

-0.12% 

-13.73% 

-40.90% 

36.28% 1 

What is the result of this adjustment of revenues without a corresponding 

adjustment of load and other allocations from the Test Year? 

The Company’s CCOSS as presented in schedule G has a mismatch that renders its UROR 

results inappropriate to use for revenue allocation. This mismatch is the result of using 

adjusted revenues but not adjusting the Test Year loads or other factors. For example, the 

Mining class revenues were reduced to reflect the addition of a turbine for self-generation 

but the loads for the class were not adjusted downward. Thus the Mining class was 

allocated costs based on the Test Year but has lower revenues than the Test Year, which 

would lower the class rate of return. 

UNS Schedule G-1, Sheet 1, lines 20 and 21 
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Q. 

A. 

Q- 
A. 

Q. 
A. 

Q- 
A. 

Can the CCOSS be rehhuilitateb to provIUz one o the .dctors t a t  could assist the 

Commission in determining the appropriate revenue allocation among classes? 

Yes. The Company has indicated that the revenue adjustment was accomplished on line 

21 of Schedule G-1. In response to the discussions between Staff and the Company on 

May 21a, the Company indicated that the reduction in load “did not impact the results of 

the CCOSS substantially.’6 However I am not comfortable with this situation, because of 

the magnitude of the change in the Mining class revenues. 

Does the CCOSS provide unit cost information to support rate design? 

The Company provided Schedule G-6-1 labeled Revenues and Unit Cost. Mer my initial 

review I was concerned that the number of residential customers was misstated compared 

to other data. Staff then requested a reconciliation of the customer count.” Staff also 

asked for unit cost data including a return component at the overall rate of return and the 

Company provided this information.I8 

Did the Company perform a system loss study for use in the CCOSS? 

No. The Company indicated that it had not completed a system loss study for the test year 

but instead losses were estimated from TEP seasonal loss data and Citizens line loss 

d a d 9  

Do you have any recommendations covering the Company’s CCOSS? 

The Company has provided only limited information concerning the relative positions of 

the various customer classes. While a CCOSS is only one input into the Commission’s 

UNS email dated May 28,2013 16 

l7 UNS Response to STF 5.1 
l8 UNS Response to STF 2.43 updated May 21,2013 
l 9  UNS Response to STF 2.23 
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Q. 
A. 

decision on revenue allocaLm the Company’s CCOSS should provide answers and not 

develop further questions during a case. Therefore, I recommend that the Company be 

ordered to provide the following information in its next rate case: 

0 The Company should provide power supply allocators including at a minimum 
A&P, A&E-NCP, energy only and 4CP, along with a simple “switch” to select one 
of these allocators and produce the CCOSS. This submission would allow all 
parties to understand the impact of the power supply allocator using a consistent 
data source. This is important because the Company has relied on the A&P 
allocator without any decision by the Commission. 

0 The Company should explore and provide a CCOSS that allocates its power supply 
costs on a demand and energy basis. This submission would allow all parties to 
understand the impact among classes that is presently unavailable because all 
purchased power costs (but not peaking generation) are allocated on an energy 
basis in the CCOSS. This analysis is important because over time the Company 
may change its methods of obtaining capacity and energy. 

W h y  do you recommend the various power supply allocators listed above? 

The allocators listed above are customary used for allocation of power supply. These 

allocation methodologies are among those defined in the NARUC Electric Cost 

Allocation Manual (1992) and reflect a range of possible methods. 

0 A coincident peak (“CP”) allocator such as 4CP allocates costs to customer 
classes according to the load of the customers classes at the time of the utility’s 
highest demands in each of four months. Other similar methods include a 
single hour CP, 12 CP (twelve months), which may be chosen based on the 
annual load shape. 

0 An energy only allocator allocates costs to customer classes according to 
customer class energy consumption, which is effectively average class demand. 
This method focuses on energy usage and ignores peak demand. 

0 Average and Peaks allocator is a combination of average load (energy) and 
peak load (demand). 

0 An average and excess (“A&E7’) allocator such as A&E-NCP is another 
commonly used method that combines energy and demand characteristics. 
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Each of these allocators approach energy and demand in different ways and will have 

different impact on high versus low load factor customer classes. My four suggestions 

provide a range of allocators (all to be provided by the Company from consistent data and 

calculations) that allow the parties to a case to advocate and debate from their various 

points of view and provide the Commission with a record for their decision. 

Q. Is the Company's CCOSS appropriate for its use as a guideline to develop a revenue 

allocation proposal? 

The items I have summarized above cause me concern about the use of results fhm the 

CCOSS. Therefore, I do not recommend that the CCOSS provided by the Company be 

given significant weight in the revenue allocation process. 

A. 

Revenue Allocation 

Q. 

A. 

What non-cost considerations should the Commission consider? 

The Commission should consider the relative positions of the classes along with the 

qualitative issues such as economic conditions for consumers, the business climate and 

past practices when deciding what portion of a revenue increase is allocated to each class. 

Also the size of the classes limits how much the Commission can move a class at the 

conclusion of any single rate case. For example, the Large General Service class is more 

than four times larger than either the Small General Service or Mining classes. The 

Residential class is more than seven times larger than the Small General Service class and 

almost equal to all other classes combined.2o 

Schedule G-1, Line 20 Total Electric Revenue a .om Sales 
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Rate Design 

Q- 
A. 

Q. 
A. 

Q* 
A. 

What underlying principles do you use for rate design? 

For residential and small general service customers, I lean towards simplicity where 

possible. This would include a limited number of rate schedules and riders. I recognize 

that one rate schedule does not fit all customers and that schedules that encourage limiting 

or shifting peak consumption have real value both for customers, system planners and 

longer term cost reduction. 

For delivery (distribution) rates, I recommend gradually shifting kom volumetric to 

customer and demand charges as supported by cost of service principles. This recognizes 

that delivery services are not generally based on volumetric (energy) parameters but vary 

based on the number of customers and their demand. 

Please summarize the Company’s rate design proposal. 

The Company’s rate design objectives are to simplify and modernize its rates:’ to better 

align the Commission’s policies with the Company’s need for fixed cost recovery:2 and 

reduce existing cross-subsidies between customer classes”. 

What was the Company’s primary concern in developing its rate design proposals? 

As I understand the Company’s approach, the focus was on evaluating the potential 

impacts on customers by developing a full understanding of how these changes would 

affect reven~es.2~ The Company describes its efforts to determine the appropriate level of 

billing  determinant^?^ 

~~ 

” Jones Direct 20:6 
22 Jones Direct 2026 

Jones Direct 2027 
Jones Direct 21:ll 

25 Jones Direct 21:13 
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Q. 

A. 

Q. 
A. 

Is this focus on revenue impact sufficient to suppor- a wide range of rate design 

changes? 

Evaluating the revenue impact is not the only concern when rate design is substantially 

changed. There are impacts on the customers’ behavior and operations that should be 

considered during the rate design process to minimize unintended consequences. While 

the following list is not exhaustive, it includes a range of sources of information about 

customers that should be considered. 

0 Customer Alternatives 
o Competitive Fuel Forecasting26 
o End Use Forecasting27 

Customer Information 
o Formal Commercial & Industrial Survey Process2* 
o Appliance Saturation Stud#’ 
o Consumption versus ~ncorne~’ 

Ratestudies 
o Non-Coincident Peak (‘WCP”) Data3’ 
o system ~ o s s e s ~ ~  
o Marginal Cost33 

Did the Company perform any of the above studies or have such information? 

In response to Staff data requests, the Company indicated that these items were not readily 

available or only limited information was available. [The footnotes above provide 

references.] 

26 UNS Response to STF 2.13 ‘’ UNS Response to STF 2.1 1 
28 UNS Response to STF 2.10 
29 UNS Response to STF 2.12 
30 UNS Response to STF 2.39 
31 UNS Response to STF 2.22 
32 UNS Response to STF 2.23 
33 UNS Response to STF 2.31 
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Q- 

A. 

Q- 

A. 

Are these items essentia- to accomplis, the scope of the rate idsign envisioned by the 

Company? 

Having all of the items is not essential, but each item provides idormation about customer 

options and potential reactions to a new or modified rate. The lack of this information 

increases the possibility that some important aspect will be overlooked or cannot be 

readily evaluated by all parties. 

Is the Company’s unit cost analysis in Schedule G6-1 useful in evaluating its 

proposed customer charges? 

Many of my concerns about the CCOSS do not apply to the direct customer costs. The 

Company also updated Schedule G-6-1 and the update should be used as a point of 

comparison.34 The Company’s information shows direct customer costs, an amount that 

includes meters, billing and collection meter reading costs and the service.35 The 

Company has indicated that it does not use either a minimum sized system or zero 

intercept methodology to allocate portions of the distribution system (such as poles, wires, 

transformers) to the customer component?6 Conversely, it is inappropriate to consider in 

the basis for the monthly Customer Charge shared costs such as production and 

transmission that do vary with the demand the customer places on the system and those 

costs should be collected in a charge that varies with usage (absent a demand charge)?’ 

Therefore, a Customer Charge somewhat above the direct unit cost would be appropriate. 

34 UNS Response to STF 5.1 (d), Line 31 
35 Jones Direct 1626, and Schedule G-3 and G-4 
36 UNS Response to STF 2.29 
37 UNS Response to STF 5.1 (d), Lines 2 and 3 
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Q- 

A. 

Q* 

A. 

Q* 
A. 

Q. 
A. 

What changes does the Company propose for the Residential Service (Rate RES-01) 

rate? 

The Company is requesting an increase in the customer charge fiom $8.00 to $10.50?8 

Additionally, the energy charges also are proposed to increase.39 

What changes does the Company propose for the TOU Residential Service (Rate 

REM1 TOU) rate? 

The Company is requesting an increase in the customer charge fiom $8.00 to $12.00 for 

TOU customers,4° the elimination of the Shoulder Peak period:’ and changes to the On- 

Peak hours?2 The Company also is requesting the elimination of its Super Peak TOU 

rated3 

What are the residential customer costs? 

The Company’s information shows that direct customer costs are $8.03.44 This amount 

includes meters, billing and collection meter reading costs and the service.45 

Do you support the changes to the RES-01 residential rate? 

I suggest the following modifications of the Company’s proposal: 

0 The existing rate design including the first tier (up to 400 kwh) should be retained. 

0 The Customer Charge should be set first by an increase up to (based on the class’ 
revenue allocation) $10.00 (RES-01) and $11.50 (RES-01 TOU) for TOU. 
customers. This is consistent with the Tucson Electric Power (“TEP”) Settlement. 

38 Jones Direct 29: 17 
39 UNS Schedule H-3, Page 1 

41 Jones Direct 23: 17 
42 Jones Direct 23: 18 
43 Jones Direct 23:21 

45 Jones Direct 2524 

Jones Direct 29:18 [Schedule H-3, Page 1 shows $12.501 

UNS Response to STF 5.1, Line 31 44 

. -. . . . . .. .. . 
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0 For non-TOU customers, a new tier at 1,000 kwh should be developed to offer a 
breakpint that includes approximately 58% of summer bills and 76% of winter 
bills. This is consistent with the TEP Settlement. 

0 The existing inverted rate structure should be retained. 

0 The revenue allocated to the Residential class should be collected first by an 
increase in the customer charge up to the level proposed here, with the remainder 
(if any) recovered by increased energy charges. Applying the revenue increase to 
the Customer Charge first will increase recovery of fixed charges and reduce the 
impact of the recommended LFCR mechanism. 

Q. 

A. 

Q* 
A. 

What is the Company's Opt-Out option for those customers who do not want an 

AMR meter that uses radio frequency for meter reading? 

The Company has added Meter Opt-Out language to the Rate RES-01 to charge the 

Special Meter Reading fee each month and a one-time Meter Change-Out fee!' The 

charges proposed by the Company are both $26.00, an increase fiom the existing $20.00.4' 

This option is specifically not available to CARES rate cu~torners.~~ 

Is the Company's Opt-Out proposal appropriate? 

No. In this situation a customer is requesting non-standard service and should pay for the 

incremental cost of providing service, otherwise all other customers have to pay for the 

additional work requested by a single customer. However, the Company's proposal 

assumes that each customer served in this manner is separate and that no economies of 

scale exist even though this customer's request may be able to be scheduled with other 

work. Further, the Company is not offering the Opt-Out option to CARES customers, 

without any support for that proposal. I do agree with the Company that TOU service 

cannot be supplied to Opt-Out customers for technical and operational reasons?' 

UNS Response to STF 1 1.3 
47Exhiibit CAJ-8, Sheet 101-1 and Jones Direct31:ll 

Exhibit CAJ-7 - Tariff Original Sheet 801 
49 Exhibit CAJ-8 - Tariff Original Sheet 101-1 
5o Exhibit CAJ-7 -Tariff Original Sheet 101-1 
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Q- 
A. 

Q- 
A. 

Q* 

A. 

What process do you propose 13r Opt-Out customers? 

I recommend that the additional meter reading services requested by Opt-Out customers 

be priced to encourage the Company to productively handle Opt-Out service. For 

example the Company’s tariff describes the process for customers who require special 

meter reading.” One productivity measure that could be encouraged would be the use of 

meter reading by customers that would support a lower monthly charge. As described in 

the tariff the Company would read the meter at least once every six months. Under either 

type of meter reading, the Company still has costs for special data entry. 

What charges do you propose for Opt-Out services? 

This issue may be addressed in the Commission’s generic docket for Opt-Out service 

pocket No. E-00000C-11-0328). However, should the Commission wish to address the 

issue in this matter, I recommend that the Automated Meter Opt-Out tariff language 

developed in the TEP Settlement be adopted for UNS. This language which applies to 

non-TOU residential customers, including lifeline customers (CARES), provides for the 

one-time meter change-out fee and a $10.00 meter reading fee that is reduced to $5.00 if 

an accurate and timely self read is provided by the customer. Adoption of this language 

will reduce confusion between the affiliated companies for both customers and the 

Company’s customer service representatives. 

What changes does the Company propose for the Small General Service (SGS-10) 

rate? 

For Small General Service customers, the Company is requesting an increase in the 

customer charge fiom $12.50 to $14.50 with the TOU subclass an additional $2.00 higher 

at $16.50.52 Additionally, the energy charges also are proposed to in~rease.5~ This non- 

s’ UNS Proposed Tariff Section 10 Meter Reading ’* Jones Direct 32:8 
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Q. 

A. 

Q- 
A. 

demand class will be limit-J to cust men with a maximum imputed demand of 500 kW. 

The Company is also proposing to add a third tier to the SGS rate for consumption in 

excess of 7,500 kwh. 

Is the Company’s increase in the customer charge for Small General Service 

customers (SGS-10) appropriate? 

Some customers using this rate may have characteristics similar to a residential customer 

and this rate also does not include a demand charge. The unit cost information in 

Schedule G-6-1 indicates that customer costs for the Small General Service Class are 

$16.56?4 

Do you support the changes to the SGS rate? 

I suggest the following modifications of the Company’s proposal: 

e The existing rate design should be retained. 

0 The new tier requested for the Rate SGS-10 at 7,500 kwh should be implemented 
with a requirement that the Company notify the customer that it may have a lower 
rate on another rate schedule. This one-time notification should occur within 3 
billing cycles of the first time an SGS customer uses over 7,500 kwh. 

0 The existing inverted rate structure should be retained. 

The customer charges requested by the Company are appropriate. The revenue 
allocated to the SGS class should be collected first by an increase in the customer 
charge up to the level proposed by the Company, with the remainder (if any) 
recovered by increased energy charges on a proportional basis between blocks. 
Applying the revenue increase to the Customer Charge first will increase recovery 
of fixed charges and reduce the impact of the recommended LFCR mechanism. 

’’ UNS Schedule H-3, Page 1 
54 UNS Response to STF 5.1, Line 31 
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Q- 
A. 

Q* 
A. 

Q- 

A. 

Q. 
A. 

What changes does the Company propose for the Large General Service (LGS) rate? 

For Large General Service customers, the Company is requesting an increase in the 

customer charge from $16.00 to $50.00 with the TOU subclass an additional $2.00 higher. 

Demand charges are proposed to increase from $14.12 to $14.52 per kW?5 Additionally, 

the energy charges also are proposed to increase?6 This class will have a minimum 

demand of 20 kW, and the existing cap of 1,000 kW will be removed. 

Bow can customers subject to the minimum demand of 20 kW be protected? 

The Company adjusted its billing determinants to reflect that customers below 20 kW 

would switch to the SGS rate. There are approximately 240 customers who could be 

affected?’ Consistent with this analysis, the Company should be required to provide 

written notice to each affected LGS customer of the 20 k W  minimum demand, its 

financial impact and the alternative of switching to another rate. This switch should be 

without cost or penalty to the customers affected. 

Is the Company’s increase in the customer charge for Large General Service 

customers appropriate? 

The unit cost information in Schedule G-6-1 indicates that customer costs for the Large 

General Service Class are $74.5 1 .58 

Do you support the changes to the LGS rate? 

I suggest the following modifications of the Company’s proposal: 

0 The existing rate design should be retained. 

” Jones Direct 3 2  13 
56 UNS Schedule H-3, Page 1 ’’ UNS Response to STF 1 1.7 
58 UNS Response to STF 5.1, Line 31 
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0 The customer charges requested by the Company are appropriate. The revenue 
allocated to the LGS class should be collected first by an increase in the customer 
charge up to the level proposed by the Company, with the remainder (if any) 
recovered by increased demand and energy charges. Applying the revenue 
increme to the Customer Charge first and then a portion to demand charges will 
increase recovery of fixed charges and reduce the impact of the recommended 
LFCR mechanism. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

What rate changes does the Company propose for the LPS customer class? 

For Large Power Service (Rate LPS) customers, the Company is requesting a change fiom 

two customer charges ($372.00 below 69 kV and $407.00 at 69 kV and above) to an 

increased single customer charge of $1,500.00?9 Demand charges are proposed to 

increase fiom $21.73 and $15.80 to $24.37 and $18.37 per kW.6' Additionally, the energy 

charges are proposed to decrease slightly.6i This demand class will continue to have a 

minimum demand of 500 kW. 

Is the Company's increase in the customer charge for Large Power Service 

customers appropriate? 

The unit cost information in Schedule G-6-1 indicates that customer costs for the Large 

Power Service Class are $1,181.58.62 

Do you support the changes to the LPS rate? 

I suggest the following modifications of the Company's proposal: 

0 The existing rate design should be retained. 

0 The customer charge should be set at $1,200. The revenue allocated to the LPS 
class should be collected first by an increase in the customer charge up to the level 
proposed here, with the remainder (if any) recovered by increased demand and 

59 Jones Direct 32:21 
6o UNS Schedule H-3, Page 2 

UNS Schedule H-3, Page 2 
62 UNS Response to STF 5.1 , Line 3 1 
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energy charges. Applying the revenue increase to the Customer Charge first and 
then a portion to demand charges will increase recovery of fixed charges and 
reduce the impact of the recommended LFCR mechanism. 

Q. 
A. 

Q. 
A. 

Is the Company’s proposed change to a 100% demand ratcheta appropriate? 

At present, LGS customers are subject to no demand ratchet while LPS customers are 

subject to an 11 month 100 percent demand Ratchet. Additionally, the Company has not 

provided an analysis of the bill impact on low load factor LGS customers. The bill 

comparison provided assumes a 75 percent load factor and only presents the information 

on an energy basis.& Therefore, the change to a 100 percent demand ratchet is not 

appropriate at this time. A change for LGS customers should only be accepted if the 

Company provides a bill impact analysis that demonstrates that the change will not greatly 

impact LGS customers with low load factors. If this cannot be demonstrated then LGS 

customers should not be subject to a demand ratchet at this time. 

Conversely, the LPS customers are already subject to a 100 percent demand ratchet. 

Attempting to be consistent between the LGS and LPS customers or the TEP Settlement at 

75 percent is problematic at best. While a 100 percent demand ratchet may have a 

theoretical basis, a more reasonable and measured approach would be to not change the 

demand ratchet for both the LGS and LPS rate at this time. 

How is the Company proposing to change its TOU rates? 

The Company is proposing to eliminate the Shoulder period in its TOU rates to be more 

consistent with its costs and easier for the customer to ~nderstand.6~ For all rate classes 

63 Jones Direct 35:13 
@ Schedule H-4, Page 4 
65 Jones Direct 37:4 
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TEP Staff 
Settlement6* Recommended69 . 

the Company is proposing a summer On-Peak period of 12 Noon -3 8 PM and two winter 

On-Peak periods of 6 Ah4 to 10 AM and 5 PM to 9 PM. 

Q. 

A. 

Have you mapped out the Company’s proposed changes to the TOU rate periods? 

To visualize the changes proposed I have generated the following table: 

Q. 
A. 

All other periods and those not noted are considered Off-peak. 

Do you support the changes to the TOU rate? 

Yes and no. I agree with the Company proposal to have no &-Peak periods on the 

weekend and to eliminate Shoulder periods as confusing to customers. Although the 

Company has provided its rationale for the development of system wide TOU &-Peak 

periods I have concerns about the imposition of the broad hours proposed for residential 

customers who may decide that the additional four hours of On-Peak (previously 

Shoulder) are a burden that a customer might choose to avoid. 

66 Exhibit CAJ-9 Sheet 102-2 (RES), Sheet 202-3 (SGS), Sheet 205-2 (LGS) and Sheet 302-1 (LPS) 
67 Exhibit CAJ-8 Sheet 102-1 (RES), Sheet 202-1 (SGS), Sheet 205-1 (LGS) and Sheet 302-1 (LPS) 

69 Excludes Schools 
TEP Settlement Sheet 102-1 (R-80), Sheet 203-1 (GS-76) 
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Q- 
A. 

Q. 

A. 

Q* 
A. 

What summer On-Peak Line pet ‘3ds do you recommend 

The Summer On-Peak period should be set at a maximum period of 6 hours. Staff 

suggests 2:OO PM to 8:OO PM. This covers all but two of the hours that the Company had 

requested for its On-Peak period and those hours were previously in the Shoulder period. 

This is consistent with the TEP Settlement. For customer education and customer service 

purposes consistency leads to lower costs while research is performed to determine if 

different periods would encourage participation. Also the summer load shapes for TEP 

and the Company are similar?’ 

Why do you recommend summer On-Peak time periods that do not match the period 

suggested by the Company? 

The Company’s testimony provides less than a page to support its TOU proposal?1 While 

its proposal is based on the TOU work performed in the recent TEP case72, the goal is to 

obtain savings on energy costs and long-term peak load demand reductions. The 

Company’s proposed @-Peak time period may fit the Company’s operations but it may 

not encourage customers to shift to the new rates and may reduce the existing participation 

rates. Further the Company’s power supply is market p~chased?~  

Will a change in the On-Peak period change the rates charged to customers? 

Yes, and only the Company has access to the billing determinants for different periods to 

calculate rates for the shorter period. 

70 UNS Response to NUCOR 3.05 
71 Jones Direct 37: 1 
UNS Response to NUCOR 3.02 

73 UNS Response to NUCOR 2.13 
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Q. 
A. 

Q- 
A. 

Q- 
A. 

What Winter On-Peak time periods does Staff recommend? 

Staff recommends a morning On-Peak period of 5AM to 9 AM to be consistent with the 

evening period. 

What parameters do you recommend to encourage customers to adopt TOU rates? 

In light of this situation and the limited information a~ailable’~ about TOU customers 

including the costs they may incur to deal with broad On-Peak periods, I remmmend 

The Company should develop a customer education program for residential TOU 
customers including some means of estimating the potential cost savings. 

0 The Company should develop a customer education program to retain existing 
non-residential TOU customers and encourage new TOU customers. This may 
require training for its C&I representatives and/or the engagement of outside 
consultants. 

0 The Company should develop a research program to understand the benefits of 
TOU rates for the customer and the Company, including potential capacity and 
energy savings. 

These recommendations are made to increase participation, understand why customers 

choose and stay on the TOU rate and measure the impact on energy costs and peak 

demand. 

The Company is proposing to eliminate its Super Peak rated5 Is this appropriate? 

No. A critical peak rate can offer advantages to the Company and customers by targeting 

periods of high energy costs and/or capacity needs. I recommend that the Company retain 

its Super Peak rates but modify them to align with the revised TOU periods. Based on the 

Company’s explanation of the marketing programy6 I recommend that the program be 

revised and upgraded and potentially include more targeted marketing based on usage or 

74 UNS Response to NUCOR 3.02 and STF 2.54 
” Jones Direct 23:21 
76 UNS Response to STF 2.40 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

load patterns, geography ant- uzmograk,;s. The development of a revised and upgraded 

rate and its possible coordination with a similar rate for TEP may take some time. Also, 

there are no customers presently on the rates. Therefore, I recommend that the Company 

be allowed to develop the program and rates and file its proposal within six months of the 

effective date of the rate changes that result from this case. 

Has the Company addressed changes to TOU rates for schools? 

I have not found any rate design testimony discussing school rates. The new rates are 

detailed in Schedule H-3 (page 3) and appear to be the same as proposed for SGS-TOU 

and US-TOU respectively, while the present rates are different. Exhibit CAJ-9 provides 

redlined school rates (SGS-10 TOU-S and LGS-TOU-S) that indicate no change in the 

On-Peak period and the shift of the former Shoulder period to Off-peak. Also these 

revised rates do not appear in Exhibit CAJ-8. 

Did the Company provide any notice to schools about the proposed changes? 

I was able to discuss the issue with the Company and they indicated that the Company had 

not provided any specific notice to schools nor had they engaged in any specific 

discussion of their proposal. The Company also confirmed my observations about the 

shift of the Shoulder period into the Off-peak period and that the proposed school rates are 

the same as the proposed SGS and LGS rates. The Company also highlighted that the 

school rates were approved late last year and were acceptable to the schools at that time.77 

Is the Company’s proposal for TOU rates for schools appropriate? 

Based on the redlined rate schedules, I support the elimination of the Shoulder period and 

the transfer of those hours to the Off-peak period. The rate changes proposed are 

Telephone discussion with C. Jones on July 9,2013 n 
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consistent with the SGS and LGS changes but are smaller because the present school rates 

are somewhat higher. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

What changes is the Company proposing for the Lighting Service rate? 

The Company is proposing increases in the service charge and the per watt charge. The 

Company has modified the requirements for the advance for the installation of new 

facilities by making the advance non-refundable and setting the advance at $150.00. It is 

unclear if this advance is $150.00 per light or for all facilities, which could be a series of 

lights. The wattage charge does not define whether it is solely the lamp wattage or if a 

ballast load is included. 

Do you agree with the rate changes that the Company has proposed for the Lighting 

Service rate? 

No. There is very limited testimony supporting the increase and only one vague sentence 

supporting the other changes. Further clarification is required before a recommendation 

can be made. 

Has the Company addressed changes to Interruptible rates? 

I have not found any rate design testimony discussing interruptible rates. The new rates 

are detailed in Schedule H-3 (page 3) and appear to increase the customer charge by $2.00 

along with a modest increase in the energy rate. Exhibit CAJ-9 provides a redlined 

interruptible rate (“IPS) that also includes an increase in penalty for failure to interrupt 

from $10.00 per kW to $25.00. The Company is also reducing the notice to interrupt fiom 

15 minutes to 10 minutes and requiring the installation of remote disconnection capability. 

There is no change in the maximum 8 hour per day interruption period. 
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Q* 
A. 

Q. 
A. 

Q. 
A. 

Q9 

A. 

Q* 
A. 

Is the Company's proposal for Interruptible rates a ropriate? 

Without any support, the proposed Interruptible rates cannot be fully analyzed and a 

recommendation cannot be provided. 

Do you support the proposed changes to the Partial Requirements Service Rates? 

Not at this time. The Company has not provided or performed any studies of this issue?' 

The testimony supporting this issue amounts to less than one page with no specific 

details?' In addition, the Company's proposed changes to the SGS, LGS, and LPS rate 

schedules regarding partial requirements provisions should not be made at this time. 

Please summarize the existing CARES (Lifeline) program. 

There are two existing tariffs with six multi level percentage discounts and two fixed 

discounts. The Customer Charge is discounted and a further discount is applied on a 

sliding scale that decreases as consumption increases until it reaches a fixed dollar 

discount.'o CARES customers are exempt fiom paying DSM surcharges.81 

What is the monthly consumption of a CARES customer? 

On an annual basis the average consumption is 786 kWh.8* 

Please describe the Company's CARES (Lifeline) proposal. 

The Company is proposing to simplify and consolidate the existing CARES options down 

to a single tariff with a flat $13.00 per month  redi it.'^ This option would apply to low- 

income customers including medical low-income customers.84 A U  CARES customers 

78 UNS Response to STF 2.50 
79 Jones Direct 38: 16 

" Jones Direct 52:9 and Rider R-2 

83 Jones Direct 52:8 

Jones Direct 52:6 and Exhibit CAJ-9 (no sheet number) 

UNS Schedule H-5, Page 1 

Jones Direct 52:lO 

. . .. . ... . .. 
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would be moved to the RES-01 (non-TOU) 

subject to a limit of income below 150 percent of the federal defined poverty 

CARES customers will no longer be exempt fiom the DSM surcharge.87 

CARES customers will continue to be 

All 

Q- 
A. 

Q. 
A. 

Q. 
A. 

Is the Company proposing other changes to CARES rates? 

Yes. The Company is also proposing to require CARES customers to re-qualify mually 

at the Company’s request?* 

What is the overall value of the present CARES program? 

The Company’s testimony indicates that the combination of all these “benefits” totaled 

over $1.3 million during the test year for approximately 7,400 customers.89 

Have you reviewed the Company’s proposal to revise the CARES programs? 

I support the concept of the Company’s recommendation to simplify the structure of the 

program and reduce potential confusion upon entry into and exit fiom the program. 

To highlight the total value of the programs provided by other customers, the Company 

has proposed a simpler/clearer method that would allow a customer to take service on the 

existing residential rate (RES-01) and then have all of the benefits be provided through an 

embedded discount.go Additionally, when a CARES customer’s fortunes improve there is 

no need to change the rate schedule; only the discount would be removed. These concepts 

are appropriate. 

~~ ~~~ 

** Jones Direct 53:21 
86 Jones Direct 54: 12 
87 Jones Direct 52:9 ’* Jones Direct 54:6 
89 UNS Response to STF 2.70, STF 

Jones Direct 53:21 
1.5 and Schedule H-5, Page 1 
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Dollar ($) Change 

Q= 

A. 

Q. 

A. 

200 kwh 

The Company has proposed applying the DSM surcharge to the CARES rate 

schedules, do you agree with this proposal? 

The Company’s argument to include the DSMS adjustor for these customers is supported 

RES-01 CARES RES-0 1 CARES 

1 1.65 3.40 2.75 0.44 

by concepts of rate clarity and simplicity. This is also consistent with the TEP Settlement. 

500 kwh 

600 kwh 

Is the Company’s CARES proposal appropriate when viewed on a customer impact 

basis? 

f 

6.45 13.90 3.16 4.78 

5.63 17.00 3.30 7.10 

No. The Company provided estimates of the increase of the proposed rates as compared 

to current rates. Residential non-TOU customers are expected to see a 4.80 percent 

increase, while residential TOU customers are estimated to experience a 6.59 percent 

increase. CARES customers are estimated to experience a 9.98 percent increase?’ Almost 

all of the CARES customers will experience percentage increases significantly higher than 

other customers. The following table summarizes this situation?2 The bill comparison 

provided by the Company does not include the impact of applying the DSMS charge to 

CARES customers. 

I 
700 kwh 5.04 

I Change to Total Bill (without DSMS Charge) I 

5.90 3.44 3.28 

1OOOkWh I 3.97 I 9.30 I I 3.85 I 7.46 I 

~~ 

91 UNS Schedule H2-2 
92 UNS Schedule H4, Page 1 
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$8.00 $10.50 

$3.50 $10.50 

$4.50 $0.00 

Q. 
A. 

I 
Discount @ 1001 kwh 

I CARES 

Q. 
A. 

$8.00 $13.00 

W h y  is the CARES customer being adversely affected by the transition? 

The proposed $13.00 flat discount is inappropriate even when compared to the present 

situation. This is demonstrated by the example for a 1’00 1 kwh CARES bill. 

Total Savings $16.88 $13.00 

I I Rate I Savings I Rate I Savings I 

I I 1 I I 

Avoided DSMS @ 1001 kwh I I I 
I 1 $0.004382 I $4.38 I I $0.00 1 

Applying similar calculations, the present discounts at 600 kwh and 900 kwh are $17.47 

and $16.36 respectively compared to the Company’s proposal of $13.00. 

How do you recommend that the proposed CARES rates be revised? 

It is appropriate to maintain the existing “benefit” of the CARES rates plus an offset for 

any increase granted. When the final rates are determined the Company should prepare its 

documentation to ensure all parties that the CARES “benefit” has not been significantly 

changed. 
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Q* 

A. 

Q. 
A. 

Q. 
A. 

The transition fiom a multi-faceted, declining discount to flat rate will impose varying 

changes for customers based upon their individual usage. The impact will also depend on 

the fmal revenue change. The impact of the new rates should be examined and if adverse 

impacts occur then the transition to the flat rate form may have to be modified to limit the 

dollar impact on CARES customers. 

The Company is proposing a number of miscellaneous tariff changes. Have you 

reviewed those proposals? 

Yes. The Company proposes to move the fees to one location called “Statement of 

Charges” to make them easier for customers to locate.93 I support that proposal. 

Have you examined the Company’s proposed miscellaneous charges? 

Yes. In response to a Staff data request the Company provided the background 

information related to the revised fees in the Statement of Charges (Sheet 801). The 

percentage increase for each fee appears high, ranging fiom 23% to as high as 83%?4 

Also the format of the Statement of Charges predates the TEP Settlement, which has a 

clearer, more customer friendly format. 

What are your recommendations for the Statement of Charges? 

I recommend that the Company implement the format of the Statement of Charges 

presently used by TEP and the charges as detailed below. In some cases I am 

recommending a fee consistent with the TEP settlement as the service is performed within 

the common customer service function. For some charges that require trips and are of 

high volume the Company has provided its supporting data. For other charges the 

Company is assuming a two hour minimum call out, which may be appropriate but the 

93 Jones Direct 55:6 
94 UNS Response to STF 2.73 
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Proposed by TEP Staff 
UNS% Settlementw Recommended 

Q. 

A. 

Undefined 
$20.00 

number of "units" per year is low and the cos is high compared to its affiliate TEP. UNS 

has not discussed charges for three phase service within its proposed Statement of 

Undefined $20.00 $20.00 
$26.00 $20.00 $25.00 

Charges. 

$20.00 

$30.00 

$26.00 $20.00 $25.00 

$41.00 $32.00 $32.00 

Service Transfer Fee 

$75.00 

Customer Requested 
Meter Re-read 

$137.00 $57.00 $57.00 

Special Meter Reading 
Fee 
Service Establishment 
and Reestablishment 
under usual operating 
procedures During 
Regular Business Hours - 
Single Phase 
Service Establishment 
and Reestablishment 
under usual operating 
procedures After Regular 
Business Hours (includes 
Saturdays, Sundays and 
Holidays) - Single Phase 
Service Reestablishment 
Other Than Usual 
Operating Procedures 
Meter Test 

$75 

$60.00 

$10.00 

1.5% 

Returned Payment Fee 

Late Payment Finance 
Charge 

$150.00 $150.00 $150.00 

$74.00 $186.00 $74.00 

$10.00 $10.00 $10.00 

1.5% 1.5% 1.5% 

You have made a number of rate design recommendations that potentially interact 

with each other and are dependent on the final revenue increase, if any. How can the 

recommendations be implemented? 

Unlike the revenue requirements process, rate design is much less linear and therefore it is 

less suited to having the final rates set by an adversarial process. While the parties can 

95 UNS Response to SFT 2.73 or existing UNS Rules & Regulations 
% Exhibit CAJ-7, Sheet 801 '' TEP Settlement, Attachment K, Sheet 801 and Sheet 801 effective July 1,2013 
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each argue for their rate design methodologies, once those positions are accepted or 

rejected (either by settlement or the Commission’s decision) the Company is in the best 

position to use its models and customer data to develop compliance rates. Under either 

process, all parties should have the opportunity to review the “final” rates, determine if the 

rate design positions were properly and accurately implemented and request alternate rates 

to better meet the decided positions before providing their approval. Through its technical 

conferences (formal and informal) and the data request process, the Company has 

demonstrated its ability to participate in an interactive process. 

Q. Is there some risk when significant rate design changes are made? 

A. Yes. Rate design changes may have unintended results for “outlier” customers that do not 

fit neatly into their apparent customer class. This risk is increased when customer 

research is limited or has not been performed. 

I recommend that as provided for in the TEP Settlement, the Commission should keep the 

rate design portion of this case open for 12 months after the rate effective date to correct 

for unanticipated customer rate impacts that are determined to be inconsistent with the 

public interest. 

Q. 

A. Yes. 

Does this conclude your testimony? 
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Testimony - Howard Solganick 

Arizona Corporation Commission 
Case - Tucson Electric Power Company Docket No. E-01933A-12-0291 (December 2012 and 
January 2013) 
Client - Staff of the Arizona Corporation Commission 
Scope - Testimony covered revenue decoupling, cost of service, revenue allocation, rate design 
and other related issues. 

Case - Arizona Public Service Company Docket No. E-01345A-11-0224 (November and 
December 201 1) 
Client - Staff of the Arizona Corporation Commission 
Scope - Testimony covered revenue decoupling, cost of service, revenue allocation, rate design 
and other related issues. 

Public Service Commission of Delaware 
Case - Delmarva Power & Light Company Docket No. 10-237 (October 2010) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered cost of service, revenue allocation, rate design and other related 
issues including revenue stabilization and miscellaneous charges. 

Case - Delmarva Power & Light Company Docket No. 09-414 (February 2010) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered cost of service, revenue allocation, rate design and other related 
issues including revenue stabilization and weather normalization. 

Case - Delmarva Power & Light Company Docket No. 09-277T (November 2009) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered an analysis of a straight fixed variable rate design for small gas 
customers and implementation issues. 

Case - Delmarva Power & Light Company Docket No. 06-284 (January 2007) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered cost of service, revenue allocation, rate design and other related 
issues including revenue stabilization or normalization. 

Georgia Public Service Commission 
Case - Atlanta Gas Light Company Docket No. 3 1647 (August 201 0) 
Client - Public Interest Advocacy Staff of the Georgia Public Service Commission 
Scope - Testimony covered revenue forecast, cost of service, revenue allocation, rate design and 
other related issues. 
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Scope - Testimony covered issues relating to the sale of Consumers interest in the Midland 
Cogeneration Venture. 

Case - Consumers Energy Company Case No. U-14347 (June 2005) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered cost of service and revenue allocation. 

Missouri Public Service Commission 
Case - AmerenUE Storm Adequacy Review (July 2008) 
client - KEMA/AmerenuE 
Scope - Oral testimony covered KEMA’s review of AmerenUE’s system major storm restoration 
efforts. 

Case - Veolia Energy Kansas City, Inc. File No. HR-2011-0241 (September 201 1) 
Client - City of Kansas City, Missouri 
Scope - Testimony covered various aspects of the Company’s tariff provisions and the impact on 
the City of Kansas City. 

New Jersey Board of Public Utilities 
Case - Cogeneration and Alternate Energy Docket # 80 10-687 (1 98 1) 
Case - PURPA Rate Design and Lifeline Docket # 801 0-687 (1 98 1) 
Case - Atlantic Electric Rate Case - Phases I & II Docket # 822-1 16 (1982) 
Case - Power Supply Contract Litigation - Wilmington Thermal Systems Docket # 2755-89 
(1989) 
Case - NJBPU Atlantic Electric Rate Case - Phase II (1 980-8 1) Docket # 79 1 1-95 1 (Before the 
Commissioners of the New Jersey Board of Public Utilities) 
Client - Employer was Atlantic City Electric Company. 
Scope - The cases listed above covered load forecasting, capacity planning, load research, cost of 
service, rate design and power procurement. 

Public Utilities Commission of Ohio 
Case - The Application of Ohio .Edison Company7 The Cleveland Electric Illuminating 
Company, and The Toledo Edison Company Case 07-551-EL-AIR (January 2008) 
Client - Ohio Schools Council 
Scope - Testimony covers issues related to rate treatment of schools. 

Case - The Application of the Columbus Southern Power Company 08-917-EL-SSO and the 
Ohio Power Company Case 08-91 8-ELSSO (October 2008) 
Client - Ohio Hospital Association 
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Scope - Testimony covers issues related to rates for net metering and alternate feed service and 
related treatment of hospitals. 

Pennsylvania Public Utilities Commission 
Case - York Water Company Docket No. R-00061322 (July 2006) 
Client - Pennsylvania Office of Consumer Advocate 
Subject - Testimony covered cost of service, rate design and other related issues, also supported 
the settlement process. 

Case - Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2010) 
Client - Municipal Sewer Group 
Subject - Testimony covered capacity planning, construction, treatment of future load and 
associated revenue, cost of service, rate design, capacity fee and other related issues. 

Case - Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2008) 
Client - Municipal Sewer Group 
Subject - Testimony covered cost of service, rate design, capacity fee and other related issues, 
also supported the settlement process. 

Public Utilities Commission of Texas 
Case - Determination of Hurricane Restoration Costs Docket No. 36918 (April 2009) 
Client - Centerpoint Energy Houston Electric, LLC 
Subject - Testimony covered the reasonableness of the client’s Hunicane Ike restoration process 
for an outage covering over two million customers and a restoration period of 18 days. 
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EXECUTIVE SUMMARY 
UNS ELECTRIC, INC. 

DOCKET NO. E-04204A-12-0504 

Staff’s Direct Testimony will cover the revised Rules and Regulations proposed by UNS 
Electric, Inc. 

Staffs recommendations are listed below: 

0 Staff recommends that language addressing the automated meter Opt-Out Option 
not be added to the Rules and Regulations as proposed by UNS Electric in this 
docket. 

0 Staff recommends that UNS Electric take any measures required in order to 
maintain the confidentiality of all private customer information. Maintaining 
confidentiality of customer information would include taking appropriate security 
measures for protecting computer databases containing this information. 

0 Staff recommends that the phrase “due to the action or inaction of the Customer,” 
be inserted into the proposed language for 11 .J.3., between “unavailable,” and 
“the”. 

rn Staff recommends that the language of 1 1 .F.2 be clarified as follows: delete the 
phrase “may correct such an error to recover or refund the difference between the 
original billing and the correct billing” and replace that wording with “shall 
correct such an error to refund any overbilling and may correct such an error to 
recover any underbilling.” 

0 Staff recommends that the construction and revenue true-ups be fully and clearly 
disclosed to customers requesting line extensions. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is Julie McNeely-Man. I am a Public Utilities Analyst V employed by the 

Arizona Corporation Commission (“ACC” or “Commission”) in the Utilities Division 

(“Staff’). My business address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst V. 

My duties as a Public Utilities Analyst V include reviewing and analyzing applications 

filed with the Commission and preparing memoranda and proposed orders for Open 

Meetings. In addition, my duties have included preparing written testimony in multiple 

rate cases and testifjmg during the related hearings. I have also acted as lead in several 

rate cases and have performed evaluations of energy efficiency implementation plans. 

Please describe your educational background and professional experience. 

In 1979, I graduated Magna Cum Laude from Arizona State University, receiving a 

Bachelor of A r t s  degree in History. In 1987, I received a Master’s Degree in Political 

Science from the University of Wisconsin, Madison. I have been employed by the 

Commission since September of 2006. Since that time, I have attended seminars and 

classes on general regulatory issues, including demand-side management and the gas and 

electric industries. 

What is the scope of your testimony in this case? 

Staffs testimony will cover the revised Rules and Regulations proposed by UNS Electric, 

Inc. (“UNS Electric” or “Company”) as part of this rate case. 
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This testimony will not address miscellaneous charges, which have been consolidated and 

moved into the Company’s Statement of Charges. Please review the testimony of Staff 

Witness Howard Solganick for information regarding miscellaneous charges. 

Q. 

A. 

What kind of changes have been proposed by the Company? 

The Company has indicated that the changes it has proposed are generally intended to (i) 

eliminate ambiguities and inconsistencies; (ii) address issues that have become evident 

through the customer inquiry and complaint process; and (iii) bring UNS Electric’s Rules 

and Regulations more closely into alignment with those of Tucson Electric Power 

Company’s (“TEP’s”) Rules and Regulations. 

AUTOMATED METER OPT-OUT 

Q. 

A. 

Q. 

A. 

Is an Opt-Out Option for automated meters addressed in the Company’s proposed 

Rules and Regulations? 

No. However, the filing includes testimony, tariff language (in the Residential Electric 

Service Pricing Plan, R-01) and proposed fees (in the Statement of Charges) related to an 

opt-out option for customers choosing to have an Automated Meter Reading meter 

replaced. 

Should language addressing the Opt-Out Option be added to the Rules and 

Regulations for UNS Electric proposed in this docket? 

No. A generic docket exists for the Commission’s inquiry into smart meters (Docket 

No. E-00000C-11-0328), and it would be premature to address UNS Electric’s proposed 

opt-out charges while investigation into the use of smart meters is pending. If the 

Commission determines that an opt-out option should be established, the Company should 

file a tariff conforming to the Commission’s decision. 
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CONFIDENTIALITY OF CUSTOMER INFORMATION 

Q* 

A. 

Q. 

A. 

Q* 

Q. 

A. 

Has the Company proposed to change the type of information it obtains from 

applicants applying for service? 

Yes. In the Rules and Regulations, in Section 3 (“Establishment of Service”), UNS 

Electric is proposing additional language that would allow UNS Electric to obtain the 

Social Security number or driver’s license number and date of birth from an applicant for 

service. 

Is there similar language in the Rules and Regulations for TEP in the Section 

governing Establishment of Service? 

Yes. The proposed language would conform UNS Electric’s rules to TEP’s Rules and 

Regulations regarding Establishment of Service. 

Does the Company maintain this information in a secure environment? 

The Company states that this information goes directly into a Microsoft Outlook mailbox 

and that only UNS Electric Credit and Collections staff have access to that mailbox. UNS 

Electric also notes that “mailbox security is regulated by protection instituted through 

Sarbanes-Oxley (“SOX”) requirements.” 

Does Staff have any recommendations regarding the collection of this type of 

information referenced in the proposed additional language? 

Yes. Staff recommends that UNS Electric take any measures required in order to maintain 

the confidentiality of all private customer information. Maintaining confidentiality of 

customer information would include taking appropriate security measures for protecting 

computer databases containing this information. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

I t  

17 

1E 

1s 

2c 

21 

2; 

2: 

2f 

2: 

2t 

Direct Testimony of Julie McNeely-Kinvan 
Docket No. E-04204A- 12-0504 
Page 4 

CHANGE OF OCCUPANCY 

Q* 

A. 

Q. 

A. 

Q. 
A. 

Does Staff have any issues with the proposed language for Section 11.5.3 (“Change of 

Occupancy”) in the UNS Electric Rules and Regulations? 

Yes. UNS Electric proposes to add the following sentence: “If access is unavailable, the 

Outgoing Customer will be responsible for the services consumed until such time as 

access is provided and services can be turned off.” Staff recommends that the phrase 

“due to the action or inaction of the Customer,” be inserted into the proposed language for 

Section 1 1 .J.3., between “unavailable,” and “the”. 

Does the language proposed by Staff already exist in TEP’s proposed Rules and 

Regulations? 

Yes. TEP’s Rules and Regulations include the phrase “due to the action or inaction of the 

Cus torner . ” 

What is the purpose of Staffs proposed language relating to Change of Occupancy? 

The purpose of Staffs proposed language is to protect outgoing customers fiom 

continuing to be responsible for services consumed at former residences where they are 

unable to provide the access required in order to turn that service off. 

Staff notes that, in response to a data request, UNS Electric identified the missing 

language as an oversight and indicated that it supports this conforming change. 

REFUNDS OF OVER-BILLED AMOUNTS 

Q. 

A. 

Please describe any issues regarding Section 11, “Billing and Collections.” 

In the Billing and Collections Section of the UNS Electric Rules and Regulations, in 

Section 11.F.2., the language states that the Company “may” recover or refund the 
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difference between an original and a corrected billing. In discussions with Staff, the 

Company has clarified this language by stating that any overbillings would be refunded, 

but that the Company might choose not to recover any under-billed amount in cases where 

the amount is small. 

Staff recommends that the language of Section 11 .F.2 be clarified as follows: delete the 

phrase “may correct such an error to recover or refund the difference between the original 

billing and the correct billing” and replace that wording with “shall correct such an error 

to refund any overbilling and may correct such an error to recover any underbilling.” 

In a response to a data request, the Company has indicated that it is the Company’s 

practice to refund any overbillings by crediting the customer’s next bill, or bills, unless the 

customer specifically requests a refund check. This is reasonable except in cases where a 

customer has discontinued service with the Company. In such cases, refunds should be 

addressed in accordance with the requirements of Section 11.N (“Refund of Credit 

Balance Following Discontinuance of Service.”) 

IMPACT OF PROPOSED CHANGES TO LINE EXTENSION POLICY 

Q. 

A. 

Why did UNS Electric revise its line extension policy? 

UNS Electric Witness Dallas Dukes states that the Company proposed changes to its line 

extension policy in order to better align that policy with TEP’s. Mr. Dukes states that the 

revised methodology will be easier for the Company to administer and for customers to 

understand. 
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Q. 

A. 

Q. 

A. 

Please describe the changes to UNS Electric’s Rules and Regulations with respect to 

line extensions for Residential customers. 

Residential applicants for line extensions currently have three options for being evaluated: 

footage, revenue, and economic feasibility. The proposed revisions would base line 

extensions only on footage. MI. Dukes’ testimony indicates that there is no change in how 

Residential customers are treated in terms of collecting or refunding costs. 

Previously, Residential customers were allowed 400 feet of primary facilities for a line 

extension and an additional 150 feet of service line. The proposed language combines 

these allowances and clarifies that Residential customers receive a total of 550 feet in free 

footage. 

Please describe the changes to UNS Electric’s Rules and Regulations with respect to 

line extensions for Non-residential customers. 

Currently, Non-residential applicants for line extensions have three options for being 

evaluated, depending on the project: footage, revenue, and economic feasibility. 

Footage. Non-residential customers requiring line extensions of less than 550 feet 
would be provided with extensions at no cost. 

Revenue Option: For line extensions of more than 550 feet, but costing less than 
$25,000, two years of estimated revenue are applied against the cost of 
construction, with the customer advancing the difference. (There is no free 
footage.) Under this option the customer may receive a refund after two years, if 
its revenue was higher than the estimate. 

Economic Feasibility. For line extensions costing more than $25,000, five years of 
estimated revenue are applied against the cost of construction, with the customer 
advancing the difference. (There is no free footage.) Under this option the 
customer may receive a refund after five years, if its revenue was higher than the 
estimate. A construction true-up is also performed. 
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The changes proposed by UNS Electric eliminate the fi-ee footage and the $25,000 

threshold and uses 50 percent of estimated revenue, instead of 100 percent of estimated 

revenue, to offset the cost of construction. (In other words, the customer would pay the 

difference between 50 percent of the estimated two year revenue and the actual cost of the 

project.) After construction is completed there is a true-up of the construction cost, and 

after two years there is a true-up comparing the actual revenue to the original construction 

allowance, with the difference being recovered fi-om, or refunded to, the customer. 

Staff recommends that the construction and revenue true-ups be fully and clearly disclosed 

to customers requesting line extensions. In addition, Staff recommends that in its rebuttal 

testimony, the Company provide a proposal detailing how it intends to address the issue. 

Q. 
A. 

Q. 

A. 

Please provide an example of how the deposit process would work. 

As an example, if the cost of constructing a line extension was $50,000 and the estimated 

two year revenue was $80,000, the customer would be credited with 50 percent of that two 

year revenue (or $40,000) and would advance the difference, which is $10,000. At the 

two year revenue true up, if 50 percent of the actual revenue was $35,000 ($5,000 less 

than estimated), then the customer would owe $5,000 to UNS Electric; if, in the 

alternative, actual revenue was $45,000 ($5,000 more than estimated), UNS Electric 

would owe $5,000 to the customer. 

What are the likely financial impacts of UNS Electric’s proposed changes to its line 

extension policy? 

With respect to Residential customers, the Company “does not believe that there will be 

any significant financial impact to Residential customers.” 
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With respect to Non-residential customers, the Company informed Staff that, generally, 

higher cost projects would pay comparable amounts for line extensions, while lower cost 

projects are likely to pay less for line extensions than they would under the existing 

system. 

Since 2009, the Company has executed nine line extension requests on an economic 

feasibility basis (projects costing over $25,000). UNS Electric compared the actual cost of 

line extensions in three instances against what would be paid under the proposed 

methodology. In each case, the cost was lower under the revised methodology. 

The Company states that the mid-range of line extensions (more than 550 feet, but less 

than $25,000) would have the same type of results. 

Customers requesting line extensions of less than 550 feet would be required to pay a 

deposit, unless 50 percent of the estimated revenue exceeds the estimated construction 

cost. If a deposit is required, it would be refunded over time, except in cases where the 

project failed to generate estimated revenue. The Company states that, in such instances, 

requiring a deposit protects other customers. 

Q. 
A. 

What are the proposed rules with respect to developers? 

Residential developers are allowed 550 feet in free footage per lot. Anythmg in excess of 

an average of 550 feet per lot is treated as a non-refundable contribution. 

Non-residential developers would be treated in the same manner to that described for 

individual Non-residential customers. 
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SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

Staff recommends that language addressing the automated meter Opt-Out Option not 
be added to the Rules and Regulations as proposed by UNS Electric in this docket. 

Staff recommends that UNS Electric take any measures required in order to maintain 
the confidentiality of all private customer information. Maintaining confidentiality of 
customer information would include taking appropriate security measures for 
protecting computer databases containing this information. 

Staff recommends that the phrase “due to the action or inaction of the Customer,” be 
inserted into the proposed language for 1 1 .J.3 ., between “unavailable,” and “the”. 

Staff recommends that the language of ll.F.2 be clarified as follows: delete the 
phrase “may correct such an error to recover or refund the difference between the 
original billing and the correct billing” and replace that wording with “shall correct 
such an error to refund any overbilling and may correct such an error to recover any 
underbilling.” 

Staff recommends that the construction and revenue true-ups be fully and clearly 
disclosed to customers requesting line extensions. 

Q. 
A. 

Does this conclude your direct testimony? 

Yes, it does. 
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EXECUTIVE SUMMARY 
UNS ELECTRIC, INC. 

DOCKET NO. E-04204A-12-0504 

Mr. Olea’s testimony supports the adoption of the Settlement Agreement (“Agreement”) 
as proposed by the Signatories in this case. This testimony describes the settlement process as 
open, candid, transparent and inclusive of all parties to this case. Mr. Olea explains why Staff 
believes this Agreement is in the public interest. 

Mr. Olea’s testimony recommends that the Commission adopt the Agreement as 
proposed. 
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SECTION I - INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name and business address. 

Steven M. Olea, 1200 West Washington, Phoenix, Arizona, 85007. 

By whom and in what capacity are you employed? 

I am employed by the Arizona Corporation Commission (“Commission”) as the Director of 

the Utilities Division. 

Please state your educational background. 

I graduated from Arizona State University (“ASU”) in 1976 with a Bachelors Degree in Civil 

Engineering. From 1976 to 1978 I obtained 47 graduate hours of credit in Environmental 

Engineering at ASU. 

Please state your pertinent work experience. 

From April 1978 to October 1978, I worked for the Engineering Services Section of the 

Bureau of Air Quality Control in the Arizona Department of Health Services (“ADHS”). My 

responsibilities were to inspect air pollution sources to determine compliance with ADHS 

rules and regulations. 

From November 1978 to July 1982, I was with the Technical Review Unit of the Bureau of 

Water Quality Control (“BWQC”) in ADHS ( h s  is now part of the Arizona Department of 

Environmental Quality r‘ADEQ”]). My responsibilities were to review water and 

wastewater construction plans for compliance with ADHS rules, regulations, and 

Engineering Bulletins. 
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From July 1982 to August 1983, I was with the Central Regional Office, BWQC, ADHS. 

My responsibilities were to conduct construction inspections of water and wastewater 

facilities to determine compliance with plans approved by the Technical Review Unit. I also 

performed routine operation and maintenance inspections to determine compliance with 

ADHS rules and regulations, and compliance with United States Environmental Protection 

Agency requirements. 

From August 1983 to August 1986, I was a Utilities ConsultantNater-Wastewater Engineer 

with the Utilities Division. My responsibilities were to provide engineering analyses of 

Commission regulated water and wastewater utilities for rate cases, fmancing cases, and 

consumer complaint cases. I also provided testimony at hearings for those cases. 

From August 1986 to August 1990, I was the Engineering Supervisor for the Division. My 

primary responsibility was to oversee the activities of the Engineering Section, which 

included one technician and eight Utilities Consultants. The Utilities Consultants included 

one Telecommunications Engineer, three Electrical Engineers, and four Water-Wastewater 

Engineers. I also assisted the Chief Engineer and performed some of the same tasks as I did 

as a Utilities Consultant. 

In August 1990, I was promoted to the position of Chief Engineer. My duties were 

somewhat the same as when I was the Engineering Supervisor, except that now I was less 

involved with the day-to-day supervision of the Engineering Staff and more involved with 

the administrative and policy aspects of the Engineering Section. 
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In April 2000, I was promoted to the position of one of two Assistant Directors of the 

Utilities Division. In this position, I assisted the Division Director in the policy aspects of the 

Utilities Division. I was primarily responsible for matters dealing with water and energy. 

In August 2009, I was promoted to my present position as Director of the Utilities Division. 

In this position, I manage the day-to-day operations of the Utilities Division with the 

assistance of the two Utilities Division Assistant Directors and oversee the management of 

the Utilities Division's Telecom & Energy Section, the Financial & Regulatory Analysis 

Section, the Consumer Services Section, the Engineering Section, the Compliance Section 

and the Administrative Section. In addition, I am responsible for making policy decisions for 

the Utilities Division. 

In early 2010, I was given the task of being the Interim Director for the Commission's Safety 

Division (Railroad and Pipeline). The day-to-day activities of the Safety Division were 

overseen by the managers of the Railroad Safety Section and the Pipeline Safety Section with 

input fiom me. Together with the Commission's Executive Director, I was responsible for 

the policy decisions for the Safety Division up until a permanent Safety Division Director 

was hired late in 20 12. 

Q- 
A. 

What is the purpose of your testimony in this case? 

The purpose of my testimony is to support the Proposed Settlement Agreement 

("Agreement"). I will also provide testimony which addresses the settlement process, 

public interest benefits and general policy considerations. 
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Q. 
A. 

Q. 
A. 

How is your testimony being presented? 

My testimony is organized into four sections. Section I is this introduction, Section I1 

provides discussion of the settlement process, Section III discusses the various parts of the 

Agreement, and Section IV identifies and discusses the reasons why the Agreement is in 

the public interest. 

Will there be other Staff witnesses providing testimony in this case? 

No, however, all other Utilities Division Staff (“Staff ’) witnesses and Staff consultants 

that filed Direct Testimony in this docket prior to the Agreement will be available if the 

Commission has questions for them. 

SECTION 11- SETTLEMENT PROCESS 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Did you participate in the negotiations that led to the execution of the Agreement? 

Yes, I did. 

Please discuss the settlement process. 

The settlement process was open, transparent and inclusive. All parties received notice of 

the settlement meetings and were accorded an opportunity to raise, discuss, and propose 

resolution to any issue that they desired. 

Over what period did the Settlement meetings take place? 

Meetings were held on July 29 and 30,20 13. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q* 

A. 

Q. 
A. 

Q. 
A. 

Who participated in those meetings? 

The participants were UNS Electric, Inc. (“UNSE” or “Company7’), NUCOR Corporation 

(“NUCOR”), the Residential Utility Consumer Office (“RUCO”), and Staff (collectively, 

“Signatories”). 

Could you identify the interests that were involved in this process? 

Yes. 

industrial customers. 

The interests included those of Staff, residential customers, the Company and 

How many of these parties executed the Agreement? 

All parties involved signed the Agreement. 

Was there an opportunity for all issues of each participant to be discussed and 

considered? 

Yes, each party had the opportunity to raise any issue and have it considered. 

Were the Signatories able to resolve all issues? 

Yes. 

How would you describe the negotiations? 

I believe that all participants zealously advocated and represented their interests. I would 

characterize the discussions as candid but professional. All parties had the opportunity to 

be heard and to have their positions fairly considered. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Would you describe the process as requiring give and ta,e? 

Yes, I would. As a result of the vaned interests represented in the settlement process, 

willingness to compromise was necessary. As evidenced in the Agreement, the 

Signatories compromised on different litigation positions. 

Because of such compromising, do you believe the public interest was compromised? 

No. As I will discuss later in this testimony, I believe that the compromises made by the 

Signatories further the public interest. 

Mr. Olea, you have indicated that the Agreement incorporates varied interests 

including those of residential customers, the Company and industrial customers. 

Please discuss how the Agreement addresses those interests. 

In the Agreement, there are provisions which address the concerns expressed by the 

various interests. For customers, it provides a minimal overall bill impact while giving the 

Company the opportunity to earn adequate revenues to continue providing reliable, proper 

and safe electric service to its customers. For industrial customers, such as NUCOR, there 

are provisions that require UNSE to look into and propose certain rate designs in its next 

rate case that may be beneficial to industrial customers without being detrimental to other 

customer classes. 

What is the return on equity (“ROE”) requested by UNSE compared to what is in 

the Agreement? 

The Company requested an ROE of 10.5 percent. In its Direct Testimony, Staff 

recommended an ROE of 9.25 percent. The Agreement contains an ROE of 9.5 percent. 

In addition, in its application UNSE requested a 1.61 percent return on its “fair value 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Testimony of Steven M. Olea 
Docket No. E-04204A-12-0504 
Page 7 

increment”, while Staffs Direct Testimony recommended a 0.5 percent return. 

Agreement contains Staffs 0.5 percent return. 

The 

SECTION 111 - SETTLEMENT AGREEMENT 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please describe Part I of the Agreement. 

Part I is a general description of the settlement process and the Agreement itself, which 

also includes a brief description about why the Signatories believe the terms of the 

Agreement are just, reasonable, fair and in the public interest. 

Please describe Part I1 of the Agreement. 

Part 11 of the Agreement describes the revenue increase. This increase is made up of two 

parts, the non-fuel piece and the he1 piece. The total increase is $14,533,854 for a total 

revenue requirement of $176,427,018 on a fair value rate base of $282,823,283. 

Please describe Part 111 of the Agreement. 

This section of the Agreement addresses bill impacts resulting fiom the settlement. 

Average residential use on the UNSE system is approximately 850 kwh per month. 

Taking into account the base rate increase contained in the Agreement, the reduction in 

purchased fuel and power costs and the reduction in Demand Side Management (“DSM,) 

charges, a customer using 850 kwh would see an increase in herhis monthly bill of 

approximately $0.41. 

Please discuss Part IV of the Agreement. 

This section contains the capital structure (47.4 percent debt and 52.6 percent common 

equity), the ROE of 9.5 percent, the cost of debt of 5.97 percent, the fair value increment 

rate of return of 0.5 percent, and the fair value rate of return of 6.02 percent. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Please describe Part V of L e  Agreement. 

This section discusses the purchased power and fuel adjustment clause (“PPFAC”). 

According to the Agreement, the Company will recover its base fuel costs (set at $0.05706 

per kwh average cost) through base rates. Any increase or decrease in fuel costs will flow 

through this adjustor. The PPFAC rate will be set at zero on the effective date of new 

rates in this case. Currently, the PPFAC rate is negative $0.004010 per kwh for most 

customers and negative $0.003841 for CARES customers. In addition, the PPFAC will be 

modified to adjust monthly, based on a twelve (12) month rolling average similar to what 

the Commission has approved for natural gas utilities. 

Please describe Part VI of the Agreement. 

This section deals with energy efficiency (“EE). The Signatories agree that UNSE will 

abide by whatever EE requirements are contained in the decision resulting from Docket 

No. E-04204A-12-0219 (UNSE’s 2013-2014 EE Implementation Plan). The Agreement 

also states that UNSE will be allowed to revise the performance incentive for the EE plan 

approved in Docket No. E-04204A-12-0219 to mirror that recently approved for Tucson 

Electric Power Company by having a performance incentive of eight (8) percent of net 

benefits capped at $0.0125 per kwh saved. 

Please describe Part VI1 of the Agreement. 

Part VI1 explains the lost fixed cost recovery (“LFCR”) mechanism. The LFCR herein is 

similar to that approved by the Commission for other Anzona utilities. This section also 

explains the residential fixed rate LFCR that will be $2.50 per month for those residential 

customers using less than 2,000 kwh per month and $6.50 for those using 2,000 or more 

kwh per month. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please describe Part VIII of the Agreement. 

This section of the Agreement addresses the transmission cost adjustor (“TCA”) 

mechanism. The TCA in this Agreement is similar to that approved by the Commission 

for Arizona Public Service Company. UNSE also agrees to fund a consultant of Staffs 

choosing for the next three years (up to $25,000 per year) if Staff believes it needs to hire 

a consultant to properly review UNSE’s annual TCA filings. 

Please describe Part IX of the Agreement. 

Part IX states that UNSE agrees to adopt Staffs operation recommendations as contained 

in the Direct Testimony of Staff consultant Michael Lewis. The main provision of these 

recommendations is the preparation, on an annual basis, of a listing of the worst 

performing circuits identified by service area and reliability indices. UNSE will adopt a 

program to use this information to target annual circuit maintenance as an efficient means 

of improving reliability. 

Please describe Part X of the Agreement. 

Part X discusses how the Company will handle its low income programs. CARES 

(Customer Assistance Residential Energy Support) customers will see approximately the 

same increase in rates resulting from this Agreement as those customers on the standard 

residential R-01 rate. All adjustor rates will apply to CARES customers except the DSM 

surcharge adjustment rate. 

Please describe Part XI of the Agreement. 

Part XI is the rate design portion of the Agreement, details of which are contained in 

Attachment G to the Agreement. The Agreement calls for the rate design portion of this 

case to remain open until January 1, 2015, to allow the Commission to make any revenue 
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neutral adjustments to rate design the Commission may feel are necessary in order to 

correct any customer rate impacts that are determined to be inconsistent with the public 

interest. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please describe Part XI1 of the Agreement. 

Part XII states that the Signatories agree to the revisions to UNSE’s Rules and Regulations 

as contained in Attachment H to the Agreement. 

Please describe Part XI11 of the Agreement. 

Part XIII states that UNSE will eliminate its Green Watts Tariff since it is covered by 

other UNSE Renewable Energy Standard Tariff (“REST”) programs. 

Please describe Part XIV of the Agreement. 

Part XIV eliminates duplicative and/or outdated compliance filings required of UNSE. 

Please describe Part XV of the Agreement. 

Part X V  addresses issues for industrial andor larger customers, as I stated earlier, that 

have to do with cost of service and rate design proposals that UNSE will be required to 

make in its next rate case that may be beneficial to these customers without being 

detrimental to other customer classes. 

Please describe Part XVI of the Agreement. 

This portion of the Agreement is typical to settlement agreements presented to the 

Commission and states that the Commission is not bound by the Agreement and will 

review it independently. It also discusses the responsibilities and options of the 

Signatories to the Agreement if the Commission does or does not approve the Agreement. 
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Q. 

A. 

Please describe Part XVII of the Agreement. 

This part of the Agreement contains the typical miscellaneous provisions of a settlement 

agreement. 

SECTION IV - PUBLIC INTEREST 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Mr. Olea, is the Agreement in the public interest? 

Yes, in Staffs opinion, the Agreement is fair, balanced, and in the public interest. 

Would you summarize the reasons that lead Staff to conclude that the Agreement is 

fair, balanced, and in the public interest? 

This Agreement results in a settlement package that results in a bill increase of 

approximately 41 cents for a residential customer using 850 kWh in a month. This was 

the average residential usage in the test year. The Agreement continues assistance for 

qualifymg low income customers and provides for rate design proposals in UNSE’s next 

rate case that could benefit larger customers. The Agreement also simplifies time of use 

(I‘TOU’’) rates while at the same time providing more off-peak hours, which should make 

these TOU rates attractive to a larger portion of the customer base. In addition, the 

Agreement allows the Commission to set EE and REST requirements however and at 

whatever level the Commissioners desire. 

Mr. Olea, do you believe that the Agreement results in just and reasonable rates for 

consumers? 

Yes. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Mr. Olea, what was Staffs goal when it agreed to be a Signatory to the Agreement? 

The primary goal of Staff in this matter, as in all rate proceedings before the Commission, 

is to protect the public interest by recommending rates that are just, fair and reasonable for 

both the ratepayers and the Company. Staff believes it has accomplished this by 

reviewing the facts presented and making the appropriate recommendations to the 

Commission for its consideration. Staff believes its recommendations balance the interests 

of UNSE and the ratepayers, by ensuring that the Company has the tools and financial 

health to provide safe, adequate and reliable service, while complying with Commission 

requirements at just and reasonable rates. 

Is there anything else you would like to add regarding the Agreement? 

I would like to reiterate that the settlement discussions were transparent, candid, 

professional and open to all parties in this docket. All parties were allowed to openly 

express their views and opinions on all issues. I believe the Settlement Agreement is in 

the public interest. 

Does this conclude your testimony? 

Yes, it does. 



ordering paragraph to the Decision in this case that read as follows: 

“The Lost Fixed Cost Recovery (“LFCR”) mechanism shall be subject to 
Commission review a t  any time, the first review to occur no later than 
UNS Electric’s next general rate case. Based upon that review, the 
Commission may suspend, terminate, or modify the LFCR mechanism. 
Such suspension, termination or modification may occur prior to UNS 
Electric’s next general rate case. If the Commission suspends, 
terminates or modifies the LFCR mechanism such that UNS Electric’s 
lost fixed costs are not adequately addressed, UNS Electric shall be 
granted appropriate relief from the relevant Energy Efficiency and/or 
D i s t  r i but ed Generation req u i rem en t s .” 



9.8 

9.9 

9.10 

9.12 

9.13 

9.14 

DOCKET NO. E-01345A-11-0224. 

Residential customers shall have a rate schedule choice to opt out of the LFCR 
by electing an optional BSC, graduated by kwh monthly usage. That option is 
attached hereto as Attachment E. The optional BSC will be incorporated into 
each residential rate schedule to provide customers with the maximum 
flexibility to opt out without requiring a shift to a different rate schedule. The 
purpose of this opt out rate is to replicate, on average, the effects of the LFCR 

APS shall seek stakeholder input regarding the development of a customer 
outreach program to inform and educate customers about both the LFCR and 
voluntary opt-out rates and shall implement this outreach program. 

On January 15 of each year, APS shall file compliance rqorts with the 
Commission consistent with the schedules attached to the LFCR Plan of 
Administration. These reports shall include a comparison of the revenues 
recovered through the LFCR to those that would have been recovered had the 
Company’s revenue per customer decoupling (full decoupling) proposal been 
adopted. 

The LFCR shall be subject to Commission review at any time, the first to occur 
no later than APS’s  next general rate case. If the Commission decides to 
suspend, terminate, or materially modi@ the LFCR mechanism prior to the 
Company’s next general rate case, and does not provide alternative relief that 
adequately addresses fwed cost revenue erosion, the moratorium for filing 
general rate case applications shall term 

The LFCR Plan of .Administration is attached hereto as Attachment F. 

The LFCR was designed to be a flexible means to maximize the policy options 
available to the Commissioners and to customers, allowing the pursuit of EE 
and DG programs at any level or pace directed by the Commission. The 
Signatories agree that if the Commission declines to adopt the LFCR or an 
alternative mechanism that adequately addresses fixed cost revenue erosion in 
this case, APS shall be granted relief fiom either the relevant EE and DG 
requirements or the fmancial impacts of EE and DG during that time. 

For future Demand-Side Management (“DSM’) Implementation Plan filings: 

(a) Beginning with APS’s 2013 DSM Implementation Plan (filed in 2012), and 
excluding DSM-related capital investments already authorized by the 
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EXECUTIVE SUMMARY 

Based on the Residential Utility Consumer Office’s analysis of UNS 
Electric, Inc.’s (“UNSE”) application for a permanent rate increase, filed 
with the Arizona Corporation Commission (“ACC” or ‘Commission”) on 
December 31,2012, RUCO recommends the following: 

Cost of Equity - RUCO recommends that the Commission adopt an 8.16 
percent cost of common equity. This 8.16 percent figure is the result 
obtained from the Discounted Cash Flow model (“DCF”) used in RUCO’s 
cost of equity analysis, and is 234 basis points lower than UNSE’s 
proposed 10.50 percent cost of common equity. The 8.16 percent figure 
takes into consideration the Company’s generation portfolio in relation to 
RUCO’s sample of electric utilities and the fact that UNSE’s capital 
structure is virtually identical to the average capital structure of the sample 
electric utilities. 

Cost of Debt - RUCO recommends that the Commission adopt RUCO’s 
recommended cost of long-term debt of 5.99 percent which is UNSE’s 
actual end of test year cost of long-term debt. 

Capital Structure - RUCO recommends that the Commission adopt 
UNSE’s actual end of test year capital structure comprised of no short- 
term debt, 47.40 percent long-term debt and 52.60 percent common 
equity. 

Original Cost Rate of Return - RUCO recommends that the Commission 
adopt a 7.13 percent weighted average cost of capital as the original cost 
rate of return for UNSE. This 7.13 percent figure is the weighted cost of 
RUCO’s recommended costs of long-term debt and common equityl and 
is 122 basis points lower than the 8.35 percent weighted average cost of 
capital being proposed by UNSE. 

Fair Value Rate of Return - RUCO recommends that the Commission 
adopt a fair value rate of return of 4.98 percent for UNSE, which is 
RUCO’s 7.13 percent original cost rate of return minus RUCO’s 
recommended inflation adjustment of 2.15 percent. The method used by 
RUCO to arrive at this 7.13 percent figure is consistent with the methods 
adopted by the Arizona Corporation Commission in prior UNSE and UNS 
Gas, Inc. rate case proceedings. 

I 
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EXECUTIVE SUMMARY (Cont.) 

RUCO disagrees with a number of inputs that UNSE’s cost of capital 
consultant used in both the DCF model and the Capital Asset Pricing 
Model which were used to develop UNSE’s proposed cost of common 
equity estimate of 10.50 percent. This includes forecasted yields on long- 
term U.S. Treasury instruments, and forecasted data on companies 
included in the Standard & Poor’s 500 stock index as opposed to recent 
actual yields and actual historic data. 
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NTRODUCTION 

Please state your name, occupation, and business address. 

My Name is William A. Rigsby. I am the Chief of Accounting and Rates 

for the Residential Utility Consumer Office (“RUCO”) located at 1110 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please describe your qualifications in the field of utilities regulation 

and your educational background. 

I have been involved with utilities regulation in Arizona since 1994. During 

that period of time I have worked as a utilities rate analyst for both the 

Arizona Corporation Commission (“ACC” or ‘Commission”) and for RUCO. 

I hold a Bachelor of Science degree in the field of finance from Arizona 

State University and a Master of Business Administration degree, with an 

emphasis in accounting, from the University of Phoenix. I have been 

awarded the professional designation, Certified Rate of Return Analyst 

(“CRRA”) by the Society of Utility and Regulatory Financial Analysts 

(“SURFA”). The CRRA designation is awarded based upon experience 

and the successful completion of a written examination. Appendix I, which 

is attached to my direct testimony further describes my educational 

background and also includes a list of the rate cases and regulatory 

matters that I have been involved with. 

1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

I O  

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Iirect Testimony of William A. Rigsby 
JNS Electric, Inc. 
locket No. E-04204A-12-0504 

a. 
4. 

3. 

9. 

Q. 

4. 

What is the purpose of your testimony? 

The purpose of my testimony is to present recommendations based on my 

analysis of UNS Electric, Inc.’s (“UNSE” or the “Company”) application for 

a permanent increase in rates (“Application”). 

Is this your first case involving UNSE? 

No. In 2003 I was involved with UniSource Energy Corporation’s 

acquisition of the Arizona natural gas and electric assets of Citizens’ 

Utilities Company. UNSE was the result of that acquisition. I have also 

testified on cost of capital issues in all of UNSE’s prior rate case 

proceedings that have come before the Commission. This includes the 

Company’s most recent rate case which resulted in Decision No. 71914, 

dated September 30, 2010. UNSE’s present rates were established in 

that Decision. 

Please describe UNSE. 

UNSE is a wholly owned subsidiary of UNS Energy Corporation (‘IJNS” or 

“Parent”) (formerly known as UniSource Energy Corporation), which is 

also based in Tucson (Attachment D). UNS is also the parent company of 

UNSE’s sister company, UNS Gas, Inc. (“UNSG”) and Tucson Electric 

Power (“TEP”). According to UNSE’s Application, the Company provides 

electricity to more than 73,000 customers in Mohave County and more 

than 18,000 customers located in Santa Cruz County. UNSE’s customer 

2 
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base is comprised of 88.00 percent residential, 11 .OO percent commercial 

and less than 1 .OO percent industrial. The Company’s generating sources 

include the 90 MW natural gas fired Black Mountain Generating Station 

which is located near Kingman, Arizona and the 63 MW natural gas and 

diesel fueled Valencia Power Plant in Nogales, Arizona. UNS also owns 

two solar photovoltaic facilities which produce 2.5 MW of electricity. The 

aforementioned facilities produce approximately 34.00 percent of UNSE’s 

estimated peak capacity of 450 MW required through December of 2013. 

The majority of the Company’s electric power is obtained through a 

portfolio of long, intermediate and short-term purchased power 

agreements for UNSE’s base load and on-peak power requirements. 

Q. 

A. 

Has UNSE elected to perform a reconstruction cost new less 

depreciation study in this case? 

Yes. UNSE elected to perform a reconstruction cost new less 

depreciation (“RCNDI’) study and is proposing a fair value rate base 

(TVRB”) that is an average of the Company’s original cost rate base 

(“OCRBI’) and its RCND rate base for ratemaking purposes. For this 

reason RUCO is recommending a fair value rate of return (“FVROR) to be 

applied to UNSE’s FVRB. 

3 
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3. 

4. 

Q. 

4. 

Q. 

4. 

Please explain your role in RUCO’s analysis of UNSE’s Application. 

I reviewed UNSE’s Application and performed a cost of capital analysis to 

determine both an original cost rate of return (“OCROR”) and a fair value 

rate of return (“FVROR) on the Company’s invested capital. In addition to 

my recommended capital structure, my direct testimony will present my 

recommended cost of common equity (UNSE has no preferred stock) and 

my recommended cost of debt. The recommendations contained in this 

testimony are based on information obtained from UNSE’s Application, 

responses to data requests, and from market-based research that I 

conducted during my analysis. 

What areas will you address in your testimony? 

I will address the cost of capital issues associated with the case and will 

present RUCO’s OCROR and FVROR recommendations. 

Please identify the exhibits that you are sponsoring. 

I am sponsoring Schedules WAR-I through WAR-9. 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

Q. 

A. 

Briefly summarize how your cost of capital testimony is organized. 

My cost of capital testimony is organized into six sections. First, the 

introduction I have just presented and second, a summary of my testimony 

that I am about to give. Third, I will present the findings of my cost of 

4 
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equity capital analysis, which utilized both the discounted cash flow 

(“DCF”) method, and the capital asset pricing model (“CAPM’I). These are 

the two methods that RUCO and ACC Staff have consistently used for 

calculating the cost of equity capital in rate case proceedings in the past, 

and are the methodologies that the ACC has given the most weight to in 

setting allowed rates of return for utilities that operate in the Arizona 

jurisdiction. In this third section I will also provide a brief overview of the 

current economic climate within which the Company is operating. Fourth, 

I will discuss my recommended capital structure and my recommended 

cost of long-term debt. Fifth, I will discuss my recommended weighted 

average costs of capital for both my recommended OCROR and FVROR. 

In the sixth and final section of my testimony, I will comment on the 

Company’s cost of capital testimony. Schedules WAR-1 through WAR-9 

will provide support for my cost of capital analysis. 

Q. 

A. 

Please summarize the recommendations and adjustments that you 

will address in your testimony. 

Based on the results of my analysis, I am making the following 

recommendations: 

Cost of Equity Capital - 1 am recommending that the Commission adopt 

an 8.16 percent cost of common equity. This 8.16 percent figure is the 

5 
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high result obtained from my cost of equity analysis, and is 234 basis 

points lower than UNSE’s proposed 10.50 percent cost of common equity. 

Cost of Debt - I am recommending that the Commission adopt he 

Company’s end of test year cost of long-term debt of 5.99 percent. 

Capital Structure - I am recommending that the Commission adopt 

UNSE’s actual end of test year capital structure comprised of 52.60 

percent common equity and 47.40 percent long-term debt and no short- 

term debt. 

Original Cost Rate of Return - I am recommending that the ACC adopt a 

7.13 percent weighted average cost of capital as the original cost rate of 

return (“OCROR”) for UNSE. This 7.13 percent figure is the weighted cost 

of RUCO’s recommended costs of common equity and debt, and is 122 

basis points lower than the 8.35 percent weighted average cost of capital 

being proposed by the Company. 

Fair Value Rate of Return - I am recommending that the Commission 

adopt a fair value rate of return (“FVROR”) of 4.98 percent which is my 

recommended 7.1 3 percent OCROR minus an inflation adjustment of 2.1 5 

percent. The method I have used to arrive at this 4.98 percent figure is 

consistent with methods adopted by the Commission in prior rate case 
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proceedings‘ and meets the fair value requirement of the Arizona 

Constitution. 

3 

4. 

Why do you believe that RUCO’s recommended 7.13 percent OCROR 

and 4.98 percent FVROR are appropriate rates of return for UNSE to 

earn on its invested capital? 

Both the OCROR and FVROR figures that I am recommending for UNSE 

meet the criteria established in the landmark Supreme Court cases of 

Bluefield Water Works & Improvement Co. v. Public Service Commission 

of West Virginia (262 U.S. 679, 1923) and Federal Power Commission v. 

Hope Natural Gas Company (320 U.S. 391, 1944). Simply stated, these 

two cases affirmed that a public utility that is efficiently and economically 

managed is entitled to a return on investment that instills confidence in its 

financial soundness, allows the utility to attract capital, and also allows the 

utility to perform its duty to provide service to ratepayers. The rate of 

return adopted for the utility should also be comparable to a return that 

investors would expect to receive from investments with similar risk. 

The Hope decision allows for the rate of return to cover both the operating 

expenses and the “capital costs of the business” which includes interest 

on debt and dividend payment to shareholders. This is predicated on the 

‘ 
Decision No. 71623, dated April 14, 2010 

UNS Electric, Inc., Decision No. 71914, dated September 30, 2010 and UNS Gas, Inc., 
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belief that, in the long run, a company that cannot meet its debt obligations 

and provide its shareholders with an adequate rate of return will not 

continue to supply adequate public utility service to ratepayers. 

Q. 

4. 

Do the Bluefield and Hope decisions indicate that a rate of return 

sufficient to cover all operating and capital costs is guaranteed? 

No. Neither case guarantees a rate of return on utility investment. What 

the Bluefield and Hope decisions do allow, is for a utility to be provided 

with the opportunity to earn a reasonable rate of return on its investment. 

That is to say that a utility, such as UNSE, is provided with the opportunity 

to earn an appropriate rate of return if the Company’s management 

exercises good judgment and manages its assets and resources in a 

manner that is both prudent and economically efficient. 

COST OF EQUITY CAPITAL 

Q. 

A. 

What is your final recommended cost of equity capital for UNSE? 

I am recommending a cost of equity of 8.16 percent (before any inflation 

adjustment used to arrive at a FVROR). My recommended 8.16 percent 

cost of equity figure is the high side of the range of results derived from 

my DCF and CAPM analyses, which utilized a sample of publicly traded 

electric companies. The results of my DCF and CAPM analyses are 

summarized on page 3 of my Schedule WAR-I. 
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Iiscounted Cash Flow (DCF) Method 

2. 

4. 

Please explain the DCF method that you used to estimate the 

Company's cost of equity capital. 

The DCF method employs a stock valuation model known as the constant 

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e. 

the Gordon model), the professor of finance who was responsible for its 

development. Simply stated, the DCF model is based on the premise that 

the current price of a given share of common stock is determined by the 

present value of all of the future cash flows that will be generated by that 

share of common stock. The rate that is used to discount these cash 

flows back to their present value is often referred to as the investor's cost 

of capital (i.e. the cost at which an investor is willing to forego other 

investments in favor of the one that he or she has chosen). 

Another way of looking at the investor's cost of capital is to consider it from 

the standpoint of a company that is offering its shares of stock to the 

investing public. In order to raise capital, through the sale of common 

stock, a company must provide a required rate of return on its stock that 

will attract investors to commit funds to that particular investment. In this 

respect, the terms "cost of capital" and "investor's required return" are one 

in the same. For common stock, this required return is a function of the 

dividend that is paid on the stock. The investor's required rate of return 

can be expressed as the percentage of the dividend that is paid on the 
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stock (dividend yield) plus an expected rate of future dividend growth. 

This is illustrated in mathematical terms by the following formula: 

+g 
D1 
PO 

k = -  

where: k = the required return (cost of equity, equity capitalization rate), 

- -  - the dividend yield of a given share of stock calculated D1 
PO 

by dividing the expected dividend by the current market 

price of the given share of stock, and 

g = the expected rate of future dividend growth 

This formula is the basis for the standard growth valuation model that I 

used to determine the Company's cost of equity capital. 

Q. In determining the rate of future dividend growth for the Company, 

what assumptions did you make? 

There are two primary assumptions regarding dividend growth that must 

be made when using the DCF method. First, dividends will grow by a 

constant rate into perpetuity, and second, the dividend payout ratio will 

remain at a constant rate. Both of these assumptions are predicated on 

the traditional DCF model's basic underlying assumption that a company's 

earnings, dividends, book value and share growth all increase at the same 

constant rate of growth into infinity. Given these assumptions, if the 

A. 
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dividend payout ratio remains constant, so does the earnings retention 

ratio (the percentage of earnings that are retained by the company as 

opposed to being paid out in dividends). This being the case, a 

company's dividend growth can be measured by multiplying its retention 

ratio (1 - dividend payout ratio) by its book return on equity. This can be 

stated as g = b x r. 

Q. 

4. 

Would you please provide an example that will illustrate the 

relationship that earnings, the dividend payout ratio and book value 

have with dividend growth? 

RUCO consultant Stephen Hill illustrated this relationship in a Citizens 

Utilities Company 1993 rate case by using a hypothetical utility.' 

Table I 

Year 1 Year 2 Year 3 Year 4 Year 5 Growth 

Bookvalue $10.00 $10.40 $10.82 $1 1.25 $1 1.70 4.00% 

Equity Return 10% 10% 10% 10% 10% N/A 

EarningdSh. $1 .OO $1.04 $1.082 $1.125 $1.170 4.00% 

Payout Ratio 0.60 0.60 0.60 0.60 0.60 N/A 

Dividend/Sh $0.60 $0.624 $0.649 $0.675 $0.702 4.00% 

Table I of Mr. Hill's illustration presents data for a five-year period on his 

hypothetical utility. In Year 1, the utility had a common equity or book 

Citizens Utilities Company, Arizona Gas Division, Docket No. E-I 032-93-1 11, Prepared 2 

Testimony, dated December 10, 1993, p. 25. 
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value of $10.00 per share, an investor-expected equity return of ten 

percent, and a dividend payout ratio of sixty percent. This results in 

earnings per share of $1 .OO ($1 0.00 book value x 10 percent equity return) 

and a dividend of $0.60 ($1.00 earningslsh. x 0.60 payout ratio) during 

Year 1. Because forty percent ( I  - 0. 60 payout ratio) of the utility's 

earnings are retained as opposed to being paid out to investors, book 

value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table I 

presents the results of this continuing scenario over the remaining five- 

year period. 

The results displayed in Table I demonstrate that under "steady-state" (Le. 

constant) conditions, book value, earnings and dividends all grow at the 

same constant rate. The table further illustrates that the dividend growth 

rate, as discussed earlier, is a function of ( I )  the internally generated 

funds or earnings that are retained by a company to become new equity, 

and (2) the return that an investor earns on that new equity. The DCF 

dividend growth rate, expressed as g = b x r, is also referred to as the 

internal or sustainable growth rate. 

. . #  
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2. 

4. 

If earnings and dividends both grow at the same rate as book value, 

shouldn't that rate be the sole factor in determining the DCF growth 

rate? 

No. Possible changes in the expected rate of return on either common 

equity or the dividend payout ratio make earnings and dividend growth by 

themselves unreliable. This can be seen in the continuation of Mr. Hill's 

illustration on a hypothetical utility. 

Year 1 

Book Value $1 0.00 

Equity Return 10% 

EarningslSh $1 .OO 

Payout Ratio 0.60 

Dividend/Sh $0.60 

Year 2 

$10.40 

10% 

$1.04 

0.60 

$0.624 

Table I1 

Year 3 

$1 0.82 

15% 

$1.623 

0.60 

$0.974 

Year 4 

$1 1.47 

15% 

$1.720 

0.60 

$1.032 

Year 5 

$12.158 

15% 

$1.824 

0.60 

$1.094 

Growth 

5.00% 

10.67% 

16.20% 

N/A 

16.20% 

In the example displayed in Table II, a sustainable growth rate of four 

percent3 exists in Year 1 and Year 2 (as in the prior example). In Year 3, 

Year 4 and Year 5, however, the sustainable growth rate increases to six 

per~ent .~  If the hypothetical utility in Mr. Hill's illustration were expected to 

earn a fifteen-percent return on common equity on a continuing basis, 

then a six percent long-term rate of growth would be reasonable. 

[ ( Year 2 EarningslSh - Year 1 EarningsISh ) + Year 1 Earnings/Sh ] = [ ( $1.04 - $1.00 ) + 

$1 .OO ] = [ $0.04 + $1 .OO ] = 4.00% 

[ ( 1 - Payout Ratio ) x Rate of Return ] = [ ( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% = 6.00% 

13 
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However, the compound growth rate for earnings and dividends, displayed 

in the last column, is 16.20 percent. If this rate was to be used in the 

DCF model, the utility's return on common equity would be expected to 

increase by fifty percent every five years, [(I5 percent + 10 percent) - I]. 

This is clearly an unrealistic expectation. 

Although it is not illustrated in Mr. Hill's hypothetical example, a change in 

only the dividend payout ratio will eventually result in a utility paying out 

more in dividends than it earns. While it is not uncommon for a utility in 

the real world to have a dividend payout ratio that exceeds one hundred 

percent on occasion, it would be unrealistic to expect the practice to 

continue over a sustained long-term period of time. 

2. 

4. 

Other than the retention of internally generated funds, as illustrated 

in Mr. Hill's hypothetical example, are there any other sources of new 

equity capital that can influence an investor's growth expectations 

for a given company? 

Yes, a company can raise new equity capital externally. The best 

example of external funding would be the sale of new shares of common 

stock. This would create additional equity for the issuer and is often the 

case with utilities that are either in the process of acquiring smaller 

systems or providing service to rapidly growing areas. 

14 
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2. 

4. 

2. 

4. 

How does external equity financing influence the growth 

expectations held by investors? 

Rational investors will put their available funds into investments that will 

either meet or exceed their given cost of capital (Le. the return earned on 

their investment). In the case of a utility, the book value of a company's 

stock usually mirrors the equity portion of its rate base (the utility's earning 

base). Because regulators allow utilities the opportunity to earn a 

reasonable rate of return on rate base, an investor would take into 

consideration the effect that a change in book value would have on the 

rate of return that he or she would expect the utility to earn. If an investor 

believes that a utility's book value (Le. the utility's earning base) will 

increase, then he or she would expect the return on the utility's common 

stock to increase. If this positive trend in book value continues over an 

extended period of time, an investor would have a reasonable expectation 

for sustained long-term growth. 

Please provide an example of how external financing affects a 

utility's book value of equity. 

As I explained earlier, one way that a utility can increase its equity is by 

selling new shares of common stock on the open market. If these new 

shares are purchased at prices that are higher than those shares sold 

previously, the utility's book value per share will increase in value. This 

would increase both the earnings base of the utility and the earnings 

15 
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expectations of investors. However, if new shares sold at a price below 

the pre-sale book value per share, the after-sale book value per share 

declines in value. If this downward trend continues over time, investors 

might view this as a decline in the utility's sustainable growth rate and will 

have lower expectations regarding growth. Using this same logic, if a new 

stock issue sells at a price per share that is the same as the pre-sale book 

value per share, there would be no impact on either the utility's earnings 

base or investor expectations. 

Q. Please explain how the external component of the DCF growth rate is 

determined. 

In his book, The Cost of Capital to a Public Utility,5 Dr. Gordon (the 

individual responsible for the development of the DCF or constant growth 

model) identified a growth rate that includes both expected internal and 

external financing components. The mathematical expression for Dr. 

Gordon's growth rate is as follows: 

A. 

g = ( br)  + ( sv ) 

DCF expected growth rate, 

b = the earnings retention ratio, 

r 

- - where: g 

the return on common equity, 

the fraction of new common stock sold that 

- - 

- - S 

Gordon, M.J., The Cost of Capital to a Public Utilitv, East Lansing, MI: Michigan State 
University, 1974, pp. 30-33. 
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accrues to a current shareholder, and 

funds raised from the sale of stock as a fraction 

of existing equity. 

- - V 

1 - [ ( BV ) + ( MP ) ] - - and V 

where: BV = book value per share of common stock, and 

MP = the market price per share of common stock. 

Q. 

4. 

Q. 

A. 

Did you include the effect of external equity financing on long-term 

growth rate expectations in your analysis of expected dividend 

growth for the DCF model? 

Yes. The external growth rate estimate (sv) is displayed on Page 1 of 

Schedule WAR-4, where it is added to the internal growth rate estimate 

(br) to arrive at a final sustainable growth rate estimate. 

Please explain why your calculation of external growth on page 2 of 

Schedule WAR-4, is the expected growth rate in shares outstanding 

times I minus 1 divided by the market-to-book ratio in the equation [ 

I - ( l / ( M / B ) ) ] .  

In cases when a company is trading at a market price that is greater than 

its book value, multiplying the expected growth rate in shares outstanding 

by the equation [ 1 - ( 1 / ( M / B) ) ] increases the external growth rate 

and reflects investors’ growth rate expectations associated with the 

issuance of new shares. 
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2. 

4. 

a. 

4. 

Q. 

4. 

How did you develop your dividend growth rate estimate? 

I analyzed data on a proxy group comprised of fourteen publicly traded 

electric service providers. 

Why did you use a proxy group methodology as opposed to a direct 

analysis of the Company? 

One of the problems in performing this type of analysis is that the utility 

applying for a rate increase is not always a publicly traded company. 

Although UNSE’s parent company is publicly-traded on the New York 

Stock Exchange (“NYSE”), UNSE is not. Because of this situation, I used 

the aforementioned proxy that includes fourteen electric utilities with 

similar risk characteristics as UNSE in order to derive a cost of common 

equity for the Company. 

Are there any other advantages to the use of a proxy? 

Yes. As I noted earlier, the US.  Supreme Court ruled in the Hope 

decision that a utility is entitled to earn a rate of return that is 

commensurate with the returns on investments of other firms with 

comparable risk. The proxy technique that I have used derives that rate of 

return. One other advantage to using a sample of companies is that it 

reduces the possible impact that any undetected biases, anomalies, or 

measurement errors may have on the DCF growth estimate. 
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2. 

4. 

3. 

4. 

Are these the same fourteen electric providers included in the proxy 

used by UNSE’s cost of equity witness? 

Yes. These are the same electric providers used by Ms. Anne E. Bulkley, 

the Company’s’ cost of capital witness. Each of the fourteen electric 

utilities included in our respective samples are tracked in the Value Line 

Investment Survev’s (“Value Line”) Electric Utility industry segment. Value 

Line follows electric utilities on a regional basis and issues quarterly 

updates on electric utilities located in the eastern, central and western 

portions of the U.S. All of the companies in the proxy are engaged in the 

provision of regulated electric services. Attachment A of my testimony 

contains Value Line’s most recent evaluation on each of the companies 

that I included in the electric proxy group which I used for my cost of 

common equity analysis. 

Please explain your DCF growth rate calculations for the sample 

electric providers used in your proxy. 

Schedule WAR-5 provides retention ratios, returns on book equity, internal 

growth rates, book values per share, numbers of shares outstanding, and 

the compounded share growth for each of the electric companies included 

in my sample for an historical 5-year observation period from the 

beginning of 2008 to the end of 2012. Schedule WAR-5 also includes 

Value Line’s projected 2013, 2014 and 2016-18 values for the retention 
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ratio, equity return, book value per share growth rate, and number of 

shares outstanding for the sample electric companies. 

2. 

4. 

Please describe how you used the information displayed in Schedule 

WAR-5 to estimate each comparable utility's dividend growth rate. 

In explaining my analysis, I will use American Electric Power Company, 

Inc. (NYSE symbol AEP) as an example. The first dividend growth 

component that I evaluated was the internal growth rate. I used the "b x r" 

formula (described on pages 10 through 14 of my testimony) to multiply 

AEP's earned return on common equity by its earnings retention ratio for 

each year in the 2008 to 2012 observation period to derive the utility's 

annual internal growth rates. I used the mean average of this five-year 

period as a benchmark against which I compared the projected growth 

rate trends provided by Value Line. Because an investor is more likely to 

be influenced by recent growth trends, as opposed to historical averages, 

the five-year mean noted earlier was used only as a benchmark figure. As 

shown on Schedule WAR-5, Page 1, AEP's average internal growth rate 

of 3.87 percent from 2008 through 2012 reflects declines in sustainable 

internal growth during the first three years of the observation period. 

Growth fell from 5.10 percent during 2008 to 3.12 percent during 2010. 

Growth then increased to 4.21 percent in 2011, but fell to 3.51 percent 

during the final year of the 5-year observation period. Value Line expects 

growth to increase to 3.65 percent in 2013 and 3.82 percent in 2014. The 
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five year benchmark average of 3.87 percent is identical to the rate of 

growth that Value Line is forecasting during the 2016-18 time frame. After 

weighing this information with Value Line’s projections for earnings, 

dividends and book value, I believe a 3.85% rate of internal growth is 

reasonable for AEP. 

1. 

4. 

Q. 

4. 

Please continue with the external growth rate component portion of 

your analysis. 

Schedule WAR-5 demonstrates that the number of shares outstanding for 

AEP increased from 406.07 million to 485.67 million from 2008 to the end 

of the observation period in 2012. Value Line is predicting that this level 

will increase from 489.00 million in 2013 to 505.00 million by the end of 

2018. Based on this data, I believe that a 1.00 percent rate of share 

growth is not unreasonable for AEP (Page 2 of Schedule WAR-4). My 

final dividend growth rate estimate for AEP is 4.18 percent (3.85 percent 

internal growth + 0.33 percent external growth - as calculated on Page 2 

of Schedule WAR 4) and is shown on Page 1 of Schedule WAR-4. 

What is the average DCF dividend growth rate estimate for your 

sample utilities? 

The average DCF dividend growth rate estimate for my sample is 4.12 

percent as displayed on page 1 of Schedule W A R 4  
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2. 

4. 

Q. 

4. 

How does your average dividend growth rate estimate on your 

sample companies compare to the growth rate data published by 

Value Line and other analysts? 

Schedule WAR-6 compares my growth estimates with the five-year 

projections of analysts at both Value Line and Zacks Investment 

Research, Inc. (“Zacks”) (Attachment B). My 4.12 percent estimate is 80 

basis points lower than Zacks’ average long-term EPS projection of 4.92 

percent and is 31 basis points lower than Value Line’s growth projection of 

4.43 percent (which is an average of EPS, DPS and BVPS). My 4.12 

percent estimate is 238 basis points higher than the 1.74 percent average 

of Value Line’s historical growth results and 79 basis points higher than 

the 3.33 percent average of the growth data published by both Value Line 

and Zacks. My 4.12 percent growth estimate is also 252 basis points 

higher than Value Line’s 2.39 percent 5-year compound historical average 

of EPS, DPS and BVPS. On balance, I would say my 4.12 percent growth 

estimate, derived from Value Line data, is not out of line with the growth 

projections that are available to the investing public. 

How did you calculate the dividend yields displayed in Schedule 

WAR3? 

I used the estimated annual dividends of my sample companies for the 

next twelve-month period that appeared in Value Line’s most recent 

Ratings and Reports quarterly updates on the electric utility industry. I 
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then divided those figures by the eight-week average daily adjusted 

closing price per share of the appropriate utility’s common stock. The 

eight-week observation period ran from April 15, 2013 to June 7, 2013, 

and the average dividend yield was 4.04 percent as exhibited on Schedule 

WAR-3. 

Q. 

A. 

Based on the results of your DCF analysis, what is your cost of 

equity capital estimate for the electric companies included in your 

sample? 

As shown on Schedule WAR-2, the cost of equity capital derived from my 

DCF analysis is 8.16 percent for the electric utilities included in my sample 

which is 356 basis points higher than the current 4.60 percent yield on a 

safer Baa/BBB-rated utility bond (Attachment C). 

Capital Asset Pricing Model (CAPM) Method 

Q. Please explain the theory behind CAPM and why you decided to use 

it as an equity capital valuation method in this proceeding. 

A. CAPM is a mathematical tool that was developed during the early 1960’s 

by William F. Sharpe‘, the Timken Professor Emeritus of Finance at 

Stanford University, who shared the I990 Nobel Prize in Economics for 

research that eventually resulted in the CAPM model. CAPM is used to 

William F. Sharpe, “A Simplified Model of Portfolio Analysis,” Manaqement Science, Vol. 9, No. 6 

2 (January 1963), pp. 277-93. 
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analyze the relationships between rates of return on various assets and 

risk as measured by beta.7 In this regard, CAPM can help an investor to 

determine how much risk is associated with a given investment so that he 

or she can decide if that investment meets their individual preferences. 

Finance theory has always held that as the risk associated with a given 

investment increases, so should the expected rate of return on that 

investment and vice versa. According to CAPM theory, risk can be 

classified into two specific forms: nonsystematic or diversifiable risk, and 

systematic or non-diversifiable risk. While nonsystematic risk can be 

virtually eliminated through diversification (i.e. by including stocks of 

various companies in various industries in a portfolio of securities), 

systematic risk, on the other hand, cannot be eliminated by diversification. 

Thus, systematic risk is the only risk of importance to investors. Simply 

stated, the underlying theory behind CAPM is that the expected return on 

a given investment is the sum of a risk-free rate of return plus a market 

risk premium that is proportional to the systematic (non-diversifiable risk) 

associated with that investment. In mathematical terms, the formula is as 

follows: 

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of 
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns 
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on 
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock 
market; and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall 
stock market. 
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where: k 

rf 

a 

k = r f + [ a ( r m - r f ) ]  

the expected return of a given security, 

risk-free rate of return, 

beta coefficient, a statistical measurement of a 

security’s systematic risk, 

average market return (e.g. S&P 500), and 

- - 

- - 

- - 

- - 

rf = market risk premium. 

1. 

4. 

1. 

4. 

What types of financial instruments are generally used as a proxy for 

the risk-free rate of return in the CAPM model? 

Generally speaking, the yields of U.S. Treasury instruments are used by 

analysts as a proxy for the risk-free rate of return component. 

Please explain why U.S. Treasury instruments are regarded as a 

suitable proxy for the risk-free rate of return? 

As citizens and investors, we would like to believe that U.S. Treasury 

securities (which are backed by the full faith and credit of the United 

States Government) pose no threat of default no matter what their maturity 

dates are. However, a comparison of various Treasury instruments 

(Attachment C) will reveal that those with longer maturity dates do have 

slightly higher yields. Treasury yields are comprised of two separate 
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components,' a real rate of interest (believed to be approximately 2.00 

percent) and an inflationary expectation. When the real rate of interest is 

subtracted from the total treasury yield, all that remains is the inflationary 

expectation. Because increased inflation represents a potential capital 

loss, or risk, to investors, a higher inflationary expectation by itself 

represents a degree of risk to an investor. Another way of looking at this 

is from an opportunity cost standpoint. When an investor locks up funds in 

long-term T-Bonds, compensation must be provided for future investment 

opportunities foregone. This is often described as maturity or interest rate 

risk and it can affect an investor adversely if market rates increase before 

the instrument matures (a rise in interest rates would decrease the value 

of the debt instrument). As discussed earlier in the DCF portion of my 

testimony, this compensation translates into higher rates of returns to the 

investor. 

Q. 

A. 

What security did you use for a risk-free rate of return in your CAPM 

analysis? 

I used an eight-week average of the yield on a 30-year U.S. Treasury 

instrument. The yields were published in Value Line's Selection and 

Opinion publication dated April 26, 2013 through June 14, 2013 

~~ 

* As a general rule of thumb, there are three components that make up a given interest rate or 
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk 
premium. The approximate risk premium of a given security can be determined by simply 
subtracting a 91-day T-Bill rate from the yield on the security. 
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(Attachment C). This resulted in a risk-free (rf) rate of return of 3.06 

percent. 

3. 

4. 

Why did you use the yield on a 30-year year U.S. Treasury instrument 

as opposed to a short-term T-Bill? 

While a shorter term instrument, such as a 91-day T-Bill, presents the 

lowest possible total risk to an investor, a good argument can be made 

that the yield on an instrument that matches the investment period of the 

asset being analyzed in the CAPM model should be used as the risk-free 

rate of return. Since utilities in Arizona generally file for rates every three 

to five years, the yield on a 5-year U.S. Treasury Instrument more closely 

matches the investment period or, in the case of regulated utilities, the 

period that new rates will be in effect. In prior rate cases I have relied on 

the yields of the 5-year Treasury instrument, however for the sake of 

argument in this case, I have used the higher yield of the longer term 30- 

year Treasury bond. As I will discuss later in my testimony, the yields of 

long-term U.S. Treasury instruments are at historic lows as a result of 

action, known as quantitative easing, being undertaken by the U.S. 

Federal Reserve to stimulate the U.S. economy. 
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Q. 

4. 

Q. 

A. 

How did you calculate the market risk premium used in your CAPM 

analysis? 

I used both a 9.80 percent geometric mean and an 11.80 percent 

arithmetic mean of the historical total returns on the S&P 500 index from 

1926 to 2012 as the proxy for the market rate of return (rm). For the risk- 

free portion of the risk premium component (rf), I used the 6.10 percent 

geometric mean and the 6.40 percent arithmetic mean of the total returns 

on long-term government bonds for the same eighty-six year period. The 

market risk premium (rm - rf) that results by using the geometric mean of 

these inputs is 3.70 percent (9.80% - 6.10% = 3.70%). The market risk 

premium that results by using the arithmetic mean is 5.40 percent (1 I .80% 

- 6.40% = 5.40%). 

How did you select the beta coefficients that were used in your 

CAPM analysis? 

The beta coefficients (a), for the individual utilities used in my proxy were 

calculated by Value Line. The betas were published in the most recent 

Value Line quarterly updates on the electric utility industry that were 

available prior to the filing date of my testimony. Value Line calculates its 

betas by using a regression analysis between weekly percentage changes 

in the market price of the security being analyzed and weekly percentage 

changes in the NYSE Composite Index over a five-year period. The betas 

are then adjusted by Value Line for their long-term tendency to converge 
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toward 1.00. The beta coefficients for the electric companies included in 

my sample ranged from 0.55 to 0.90 with an average beta of 0.71. 

3. 

4. 

Q. 

4. 

What are the results of your CAPM analysis? 

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation 

using a geometric mean to calculate the risk premium results in an 

average expected return of 5.67 percent. My calculation using an 

arithmetic mean results in an average expected return of 6.88 percent. 

The results obtained from my CAPM analysis exceed the current 4.60 

percent yield on a Baa/BBB-rated utility bond (Attachment C) by 107 to 

228 basis points. 

Please summarize the results derived under each of the 

methodologies presented in your testimony. 

The following is a summary of the cost of equity capital derived under 

each methodology used: 

METHOD 

DCF 

CAPM 

RESULTS 

8.16% 

5.67% - 6.88% 

Based on these results, my best estimate of an appropriate range for a 

cost of common equity for the Company is 5.67 percent to 8.16 percent. 

My final recommended cost of common equity figure is 8.16 percent which 
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is the result produced by my DCF model (Schedule WAR-1, Page 3) and 

is 356 basis points higher than the current 4.60 percent yield on a safer 

Baa/BBB-rated utility bond. My 8.16 percent recommendation takes into 

account the nearly identical levels of equity and debt contained in the 

capital structure of UNSE and the average capital structures of the electric 

companies included in my proxy (a point that I will discuss later in my 

testimony). 

As I will discuss in more detail in the next section of my testimony, my final 

estimate also takes into consideration current interest rates (as the cost of 

equity moves in the same direction as interest rates), the current state of 

the national economy. My final estimate also takes into consideration the 

U.S. Federal Reserve’s recent decisions not to raise interest rates at least 

through mid-2015.’ I also took into consideration information on Arizona’s 

economy and current rate of unemployment in making my final cost of 

equity estimate. My final estimate also falls within the range of projected 

returns on book common equity that Value Line is projecting for the 

electric utility industry (Attachment A). 

... 

U.S. Federal Reserve press release dated October 24,2012: 3 

http://www.federalreserve.gov/newsevents/press/monetary/20121024a. htm 
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llQ. How does your recommended cost of equity capital compare with 

the cost of equity capital proposed by the Company? 

The 10.50 percent cost of equity capital proposed by the Company is 235 

basis points higher than the 8.16 percent cost of equity capital that I am 

recommending. 

A. 

11 

Current Economic Environment 

Q. Please explain why it is necessary to consider the current economic 

environment when performing a cost of equity capital analysis for a 

regulated utility . 
Consideration of the economic environment is necessary because trends 

in interest rates, present and projected levels of inflation, and the overall 

state of the U.S. economy determine the rates of return that investors earn 

on their invested funds. Each of these factors represent potential risks 

that must be weighed when estimating the cost of equity capital for a 

regulated utility and are, most often, the same factors considered by 

individuals who are also investing in non-regulated entities. 

A. 

11 Q. 
A. 

Please describe your analysis of the current economic environment. 

My analysis begins with a review of the economic events that have 

occurred between 1990 and the present in order to provide a background 

on how we got to where we are now. It also describes how the Board of 

Governors of the Federal Reserve System (“Federal Reserve” or “Fed”) 
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and its Federal Open Market Committee (“FOMC”) used its interest rate- 

setting authority to stimulate the economy by cutting interest rates during 

recessionary periods and by raising interest rates to control inflation during 

times of robust economic growth. Schedule WAR-8 displays various 

economic indicators and other data that I will refer to during this portion of 

my testimony. 

In 1991, as measured by the most recently revised annual change in 

gross domestic product (“GDP”), the U.S. economy experienced a rate of 

growth of negative 0.20 percent. This decline in GDP marked the 

beginning of a mild recession that ended sometime before the end of the 

first half of 1992. Reacting to this situation, the Federal Reserve, then 

chaired by noted economist Alan Greenspan, lowered its benchmark 

federal funds rate” in an effort to further loosen monetary constraints - an 

action that resulted in lower interest rates. 

During this same period, the nation’s major money center banks followed 

the Federal Reserve’s lead and began lowering their interest rates as well. 

By the end of the fourth quarter of 1993, the prime rate (the rate charged 

by banks to their best customers) had dropped to 6.00 percent from a 

This is the interest rate charged by banks with excess reserves at a Federal Reserve district 
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is 
the most sensitive indicator of the direction of interest rates, since it is set daily by the market, 
unlike the prime rate and the discount rate, which are periodically changed by banks and by the 
Federal Reserve Board, respectively. 

10 
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1990 level of 10.01 percent. In addition, the Federal Reserve's discount 

rate on loans to its member banks had fallen to 3.00 percent and short- 

term interest rates had declined to levels that had not been seen since 

1972. 

Although GDP increased in 1992 and 1993, the Federal Reserve took 

steps to increase interest rates beginning in February of 1994, in order to 

keep inflation under control. By the end of 1995, the Federal discount rate 

had risen to 5.21 percent. Once again, the banking community followed 

the Federal Reserve's moves. The Fed's strategy, during this period, was 

to engineer a "soft landing." That is to say that the Federal Reserve 

wanted to foster a situation in which economic growth would be stabilized 

without incurring either a prolonged recession or runaway inflation. 

Q. 

4. 

Did the Federal Reserve achieve its goals during this period? 

Yes. The Fed's strategy of decreasing interest rates to stimulate the 

economy worked. The annual change in GDP began an upward trend in 

1992. A change of 4.50 percent and 4.20 percent were recorded at the 

end of 1997 and 1998 respectively. Based on daily reports that were 

presented in the mainstream print and broadcast media during most of 

1999, there appeared to be little doubt among both economists and the 

public at large that the U.S. was experiencing a period of robust economic 

growth highlighted by low rates of unemployment and inflation. Investors, 
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who believed that technology stocks and Internet company start-ups (with 

little or no history of earnings) had high growth potential, purchased these 

types of issues with enthusiasm. These types of investors, who exhibited 

what former Chairman Greenspan described as “irrational exuberance,” 

pushed stock prices and market indexes to all time highs from 1997 to 

2000. Over the next ten years, the FOMC continued to stimulate the 

economy and keep inflation in check by raising and lowering the federal 

funds rate. 

Q. 

4. 

How did the U.S. economy fare between 2001 and 2007? 

The U.S. economy entered into a recession near the end of the first 

quarter of 2001. The bullish trend, which had characterized the last half of 

the 199O’s, had already run its course sometime during the third quarter of 

2000. Disappointing economic data releases, since the beginning of 

2001, preceded the September 11, 2001 terrorist attacks on the World 

Trade Center and the Pentagon which are now regarded as a defining 

point during this economic slump. From January 2001 to June 2003 the 

Federal Reserve cut interest rates a total of thirteen times in order to 

stimulate growth. During this period, the federal funds rate fell from 6.50 

percent to 1.00 percent. The FOMC reversed this trend on June 29, 2004 

and raised the federal funds rate 25 basis points to 1.25 percent. From 

June 29, 2004 to January 31, 2006, the FOMC raised the federal funds 

rate thirteen more times to a level of 4.50 percent during a period in which 
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the economic picture turned considerably brighter as both Inflation and 

unemployment fell, wages increased and the overall economy, despite 

continued problems in housing, grew briskly.” 

The FOMC’s January 31, 2006 meeting marked the final appearance of 

Alan Greenspan, who had presided over the rate setting body for a total of 

eighteen years. On that same day, Greenspan’s successor, Ben 

Bernanke, the former chairman of the President’s Council of Economic 

Advisers, and a former Fed governor under Greenspan from 2002 to 

2005, was confirmed by the U.S. Senate to be the new Federal Reserve 

chief. As expected by Fed watchers, Chairman Berna nke picked up 

where his predecessor left off and increased the federal funds rate by 25 

basis points during each of the next three FOMC meetings for a total of 

seventeen consecutive rate increases since June 2004, and raising the 

federal funds rate to a level of 5.25 percent. The Fed’s rate increase 

campaign finally came to a halt at the FOMC meeting held on August 8, 

2006, when the FOMC decided not to raise rates. Once again, the Fed 

managed to engineer a soft landing. 

Q. 

4. 

What has been the state of the economy since 2007? 

Reports in the mainstream financial press during the majority of 2007 

reflected the view that the U.S. economy was slowing as a result of a 

Henderson, Nell, “Bullish on Bernanke” The Washinqton Post, January 30, 2007 I 1  
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worsening situation in the housing market and higher oil prices. The 

overall outlook for the economy was one of only moderate growth at best. 

Also during this period the Fed’s key measure of inflation began to exceed 

the rate setting body’s comfort level. 

On August 7, 2007, the beginning of what is now being referred to as the 

Great Recession; the FOMC decided not to increase or decrease the 

federal funds rate for the ninth straight time and left its target rate 

unchanged at 5.25 percent.’* At the time of the Fed’s decision, analysts 

speculated that a rate cut over the next several months was unlikely given 

the Fed’s concern that inflation would fail to moderate. However, during 

this same period, evidence of an even slower economy and a possible 

recession was beginning to surface. Within days of the Fed’s decision to 

stand pat on rates, a borrowing crisis rooted in a deterioration of the 

market for subprime mortgages, and securities linked to them, forced the 

Fed to inject $24 billion in funds (raised through its open market 

operations) into the credit markets.13 By Friday, August 17, 2007, after a 

turbulent week on Wall Street, the Fed made the decision to lower its 

discount rate (i.e. the rate charged on direct loans to banks) by 50 basis 

points, from 6.25 percent to 5.75 percent, and took sUNSEs to encourage 

Ip, Greg, “Markets Gyrate As Fed Straddles Inflation, Growth” The Wall Street Journal, August 12 

8,2007 

l3 Ip, Greg, “Fed Enters Market To Tamp Down Rate” The Wall Street Journal, August 9, 2007 
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banks to borrow from the Fed’s discount window in order to provide 

liquidity to lenders. According to an article that appeared in the August 18, 

2007 edition of The Wall Street Journal, l4 the Fed had used all of its tools 

to restore normalcy to the financial markets. If the markets failed to settle 

down, the Fed’s only weapon left was to cut the Federal Funds rate - 

possibly before the next FOMC meeting scheduled on September 18, 

2007. 

2. 

4. 

Did the Fed cut rates as a result of the subprime mortgage borrowing 

crises? 

Yes. At its regularly scheduled meeting on September 18, 2007, the 

FOMC surprised the investment community and cut both the federal funds 

rate and the discount rate by 50 basis points (25 basis points more than 

what was anticipated). This brought the federal funds rate down to a level 

of 4.75 percent. The Fed’s action was seen as an effort to curb the 

aforementioned slowdown in the economy. Over the course of the next 

four months, the FOMC reduced the Federal funds rate by a total 175 

basis points to a level of 3.00 percent - mainly as a result of concerns that 

the economy was slipping into a recession. This included a 75 basis point 

reduction that occurred one week prior to the FOMC’s meeting on January 

29, 2008. 

Ip, Greg, Robin Sidel and Randall Smith, “Fed Offers Banks Loans Amid Crises” The Wall 14 

Street Journal, August 9, 2007 
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What actions has the Fed taken in regard to interest rates since the 

beginning of 2008? 

The Fed made two more rate cuts which included a 75 basis point 

reduction in the federal funds rate on March 18, 2008 and an additional 25 

basis point reduction on April 30, 2008. The Fed’s decision to cut rates 

was based on its belief that the slowing economy was a greater concern 

than the current rate of inflation (which the majority of FOMC members 

believed would moderate during the economic slo~down). ’~ As a result of 

the Fed’s actions, the federal funds rate was reduced to a level of 2.00 

percent. From April 30, 2008 through September 16, 2008, the Fed took 

no further action on its key interest rate. However, the days before and 

after the Fed’s September 16,2008 meeting saw longstanding Wall Street 

firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of 

their subprime holdings. By the end of the week, the Bush administration 

had announced plans to deal with the deteriorating financial condition 

which had now become a worldwide crisis. The administrations actions 

included former Treasury Secretary Henry Paulson’s request to Congress 

for $700 billion to buy distressed assets as part of a plan to halt what has 

been described as the worst financial crisis since the 1930 ’~ ’~ .  Amidst this 

turmoil, the Fed made the decision to cut the federal funds rate by another 

Ip, Greg, “Credit Worries Ease as Fed Cuts, Hints at More Relief‘ The Wall Street Journal, 
March 19,2008 

Soloman, Deborah, Michael R. Crittenden and Damian Paletta, “US. Bailout Plan Calms 16 

Markets, But Struggle Looms Over Details” The Wall Street Journal, September 20, 2008 
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50 basis points in a coordinated move with foreign central banks on 

October 8, 2008. This was followed by another 50 basis point cut during 

the regular FOMC meeting on October 29, 2008. At the time of this 

writing, the federal funds target rate now stands at 0.25 percent, the result 

of a 75 basis point cut announced on December 16,2008. 

Q. 

4. 

Has the Fed taken any further action to stimulate the economy 

besides cutting rates? 

Yes. At the close of the FOMC’s September 2011 meeting the Fed 

announced its decision to implement a plan that resembled a 1961 

Federal Reserve program known as “Operation T ~ i s t ” . ’ ~  Under this plan, 

the Fed would sell $400 billion in Treasury securities that mature within 

three years. The proceeds from these sales would then be reinvested into 

securities that mature in six to 30 years. This action would significantly 

alter the balance of the Fed’s holdings toward long-term securities. In 

addition to selling off its shorter term Treasury holdings, the proceeds from 

the Fed’s maturing mortgage-backed securities would be reinvested in 

other mortgage backed securities. Since 2010, the Fed had been 

reinvesting that money into Treasury bonds, shrinking its mortgage 

portfolio. The overall goal of the Fed’s plan was to reduce long-term 

interest rates in the hope of boosting investment and spending and 

Hilsenrath, Jon and Luca Di Leo “Fed Launches New Stimulus” The Wall Street Journal, 17 

September 22,201 1 
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provide a shot in the arm to the beleaguered housing sector of the 

economy. On December 12, 2012, the Federal Open Market Committee 

voted to order a fourth round of quantitative easing, referred to as QE4, 

which authorized the purchase of up to $40 billion worth of agency 

mortgage-backed securities per month, and $45 billion worth of longer- 

term Treasury securities. The goal in buying the $85 billion in securities 

per month is to drive up the cost of available instruments in the market (by 

reducing the existing supply) which has the effect of decreasing their 

effective yields. 

Q. 

A. 

What is the investment community’s current view of the Fed’s low 

interest rate policy? 

A recent opinion piece by Mitch Zacks of Zacks Investment Management, 

published on June 16, 2013, provides some interesting insight into this 

question: 

“Right now the market is intensely focused on trying to determine 
when the Federal Reserve’s quantitative easing program will 
end. Market participants realize that the Federal Reserve has 
stated they will continue with their program until unemployment 
falls to an acceptable level, which would hopefully coincide with 
a pick-up in the economy. 

To recap, the Federal Reserve cut the Fed funds rate to zero in 
order to stimulate the economy in the wake of the financial crisis 
of ‘08. The economy recovered, but did so at a relatively 
lackluster pace, so the chance of a double dip recession in the 
wake of European unrest was real. As a result, the Federal 
Reserve wanted to continue to take stimulus actions. However, 
they were unable to reduce interest rates any further - they 
could not cut rates below zero. 

In order to continue to stimulate the economy, the Federal 
Reserve decided to start actively buying treasury bonds and 
mortgage backed securities to keep long-term rates relatively 
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low. The Fed was trying to stimulate the economy by causing 
riskier assets to appreciate, making individuals wealthier, and 
therefore causing them to spend more money. Additionally, by 
buying mortgage backed securities and causing longer-term 
rates to fall, the assets that banks hold on their balance sheets 
would increase in value. This would effectively help increase the 
capitalization of banks, and hopefully increase bank lending. 

Fast forward a few years and we see that the Fed's plan has 
resulted in asset prices going up and longer-term interest rates, 
such as mortgage rates, being held down. The stimulus activity 
effectively put a tax on individuals who held cash reserves. 
Interestingly enough, the stimulus appears to be working. It has 
caused consumer spending to increase and an upward 
movement in home prices. The concern the market now has is 
whether the economy will be strong enough in the absence of 
the quantitative easing to continue to grow." 

3. 

9. 

Q. 

A. 

What is the current rate of inflation in the US.? 

As can be seen on Schedule WAR-8, the current rate of inflation, as 

measured by the consumer price index, is at 1.10 percent according to 

information provided by the U.S. Department of Labor's Bureau of Labor 

stat is tics. ' 

Does the Fed have any immediate plans to raise interest rates in 

anticipation of higher inflation? 

No. At the FOMC meeting held on June 18 and 19,2013, the Fed made 

no changes to the Fed Funds rate. An article published in the Wall Street 

Journal on June 19, 2013 reported that Chairman Bernanke stated at the 

end of the meeting that the Fed could start winding down its $85 billion-a- 

month QE4 bond-buying program later this year and end it altogether by 

http://www. bls.qov/news. release/cpi. nrO. htm 10 
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mid-2014 if growth picks up as the Fed projects, unemployment comes 

down, and inflation moves closer to the central bank‘s 2.00 percent target. 

Chairman Bernanke went on to say that if those expectations bear out, the 

Fed could stop buying bonds altogether by the middle of next year, when 

officials project unemployment to be around 7.00 percent. 

2. 

4. 

Has the Fed’s quantitative easing actions resulted in lower yields on 

long-term Treasury instruments? 

Yes. Despite a recent rise in the yields of longer-term instruments 

(Attachment C), mainly due to uncertainty over when the Fed will reverse 

its policy of quantitative easing, the yields on various treasury and utility 

instruments are currently at historic lows. 

As can be seen on Schedule WAR-8, current Treasury yields are 

considerably lower than corresponding yields that existed during the year 

2000 and, as just noted, U.S. Treasury instruments, are for the most part, 

still at historically low levels. As can be seen on the first page of 

Attachment C, the previously mentioned federal discount rate (the rate 

charged to the Fed’s member banks), has remained steady at 0.75 

percent since June of 2012.’’ 

l9 Hilsenrath, Jon and Victoria McGrane, ”Federal Reserve Eyes End of Bond Buying, Spooking 
Markets” The Wall Street Journal, June 19, 2013 
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As of June 14, 2013, leading interest rates that include the 3-month, 6- 

month and I-year treasury yields have decreased 3 to 6 basis points from 

their June 2012 levels. Longer term yields including the 5-year, IO-year 

and 30-year have increased somewhat from levels that existed a year 

ago, but still remain at historically low levels. The same is true for the 30- 

year Zero rate. The prime rate has remained constant at 3.25 percent 

over the past year, as has the benchmark federal funds rate discussed 

above. A previous trend, described by former Chairman Greenspan as a 

“conundrum”20, in which long-term rates fell as short-term rates increased, 

thus creating a somewhat inverted yield curve that existed as late as June 

2007, is completely reversed and a more traditional yield curve (one 

where yields increase as maturity dates lengthen) presently exists. 

Q. 

A. 

What are the current yields on utility bonds? 

Referring again to Attachment C, as of June 14, 2013, 25/30-year A-rated 

utility bonds were yielding 4.1 9 percent and 25130-year Baa/BBB-rated 

utility bonds were yielding 4.60 percent. As with the intermediate and 

long-term Treasuries noted above, the yields on both utility bonds have 

increased somewhat over the last several weeks but still remain at historic 

lows. 

2o Wolk, Martin, “Greenspan wrestling with rate ‘conundrum’,’’ MSNBC, June 8, 2005 
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Q. 

4. 

Q. 

A. 

What is the current outlook for the economy? 

The current outlook on the economy is for an improving picture in the 

second half of 2013. Value line’s analysts offered this perspective on the 

economy in the June 14, 2013 edition of Value Line’s Selection and 

Opinion publication: 

“The economy is limping to the first half finish line. To wit, 
after a modest recovery in the first quarter, with the U.S. gross 
domestic product rising by 2.4%, growth appears to be slipping 
again, with personal income, consumer spending, 
manufacturing, and the international trade figures denoting 
enough overall sluggishness to produce growth of no more than 
1 %-2% in the fast-ending period” 

Value Line’s analysts went on to say: 

”However, we expect a selective pickup in business activity 
after midyear. In part, this presumptive improvement probably 
will reflect the lesser impact of the sequestrations (or 
government spending cuts), as well as gains in non- 
manufacturing and home prices. Such a combination is likely to 
lead to more liberalized spending by consumers. In that more 
constructive setting, growth could edge back above 2% over the 
closing six months of this year.” 

Value Line’s analysts further stated: 

”Meanwhile, the focus is on the Federal Reserve, as it may 
well be until the start of earnings reporting season, which is still 
about a month away. The worry is that the Fed might soon start 
slowing down the pace of bond buying, on the belief that the 
economy is now better able to stand on its own. We think such 
concerns are premature, and sense that it may be a while before 
the central bank opts to materially ease off on the stimulus 
pedal.” 

How are electric utilities such as UNSE faring in the current 

economic environment of low interest rates? 

In the May 3, 2013 quarterly update (Attachment A) on the Electric Utility 

(West) Industry, Value Line analyst Paul E. Debbas, CFA had this to say: 
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“Electric utility equities have performed very well since the start 
of 2013. Most issues have risen anywhere from 10% to 20%, 
and even the laggards have advanced at a high single-digit 
pace. (CH Energy, which is being acquired, is the exception, 
having declined slightly.) This is partly due to the strength of the 
overall stock market, but electric utilities have comfortably 
outperformed the broader market averages. 

Why is this happening? Considering the minuscule returns on 
savings accounts and money market funds, many investors are 
continuing to reach for anything with a decent dividend yield. 
Electric utility stocks have long been known as havens for 
income-oriented investors. The average yield of this group is 
3.7%, which compares favorably with the median yield of 2.2% 
for dividend-paying issues under our coverage. Another reason 
for the outperformance is reversion to the mean. In 2012, electric 
utility equities underperformed the broader market averages.” 

Q. 

A. 

How has Arizona fared in terms of the overall economy and home 

foreclosures? 

Arizona was one of the states hit hardest during the Great Recession and 

has lagged during the current recovery?’ During the period between 2006 

and 2009, statewide construction spending fell by 40.00 percent. 

According to information provided by Irvine, California-based RealtyTrac, 

Arizona was ranked third in the nation behind California and Nevada in 

terms of home foreclosures with the largest number of foreclosures 

occurring in Maricopa, Pinal and Pima Counties. As of this writing 

RealtyTrac is ranking Arizona as having the ninth highest foreclosure rate 

in the country. 22 

Beard, Betty, “Recession hit Arizona hardest” The Arizona Republic, March 6, 20 21 1 .  

22 

Rise in Bank Repossessions, June 11,201 3. 
RealtyTrac Staff: U.S. Foreclosure Activity Increases 2 Percent in May Boosted by 11 Percent 
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Q. 

A. 

... 

What is the current unemployment situation in Arizona during this 

period of economic recovery? 

According to information published on June 20, 2013, and displayed on 

the website of the Arizona Department of Administration’s Office of 

Employment and Population Sta t is t i~s ,~~ the seasonally adjusted 

unemployment rate for Arizona dropped from 8.40% in May 2012, to 

7.80% in May 2013. At the time that this information was compiled, 

Arizona’s rate of unemployment was slightly higher than the current 

seasonally adjusted U.S. unemployment rate24 of 7.6 percent. 

According to the June 20, 2013 Arizona Department of Administration’s 

Office of Employment and Population Statistics report, the May 2013 rates 

of unemployment for the counties that are served by UNSEwere as 

follows: 

Selected County Unemployment Rates - May 2013 

Mohave 8.90% 

Santa Cruz 15.50% 

23 Arizona Department of Administration’s OfFice of Employment and Population Statistics 
http://www.workforce.az.qov/ . 

24 U.S. Department of Labor, Bureau of Labor Statistics http://www.bls.qov/cps/ 
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2. 

4. 

After weighing the economic information that you’ve just discussed, 

do you believe that the 8.16 percent cost of equity capital that you 

have estimated is reasonable for the Company? 

I believe that my recommended 8.16 percent cost of equity capital, which 

is 356 basis points higher than the current 4.60 percent yield on a 

Baa/BBB-rated utility bond and 217 basis points higher than UNSE’s 5.99 

percent cost of long-term debt, will provide UNSE with a reasonable rate 

of return on invested capital when data on interest rates (that are low by 

historical standards), the current state of the economy, current rates of 

unemployment (both nationally, in Arizona, and in the counties served by 

UNSE), and the Fed’s decision to keep interest rates at their current levels 

until unemployment reaches 6.50 perced5 are all taken into 

consideration. I have also taken into consideration the fact that, unlike 

many of the electric utilities included in my sample, UNSE has no 

exposure to coal fired generation which I believe carries additional risk. 

Given this fact, I have not made any downward adjustment to the 8.16 

percent cost of equity derived from my sample. As I noted earlier, the 

Hope decision determined that a utility is entitled to earn a rate of return 

that is commensurate with the returns it would make on other investments 

with comparable risk. 

Federal Reserve Press Release issued on June 19,201 3. 25 
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COST OF DEBT AND CAPITAL STRUCTURE 

a. 
4. 

Q. 

4. 

Q. 

A. 

Q. 

A. 

What cost of long-term debt are you recommending for UNSE? 

I am recommending that the Commission adopt UNSE’s actual end of test 

year cost of long-term debt of 5.99. 

Please describe the Company-proposed capital structure. 

The Company is proposing an adjusted end of test year capital structure 

comprised of no short-term debt, 47.40 percent long-term debt and 52.60 

percent common equity. 

How does the Company-proposed capital structure compare with the 

capital structures of the electric companies that comprise your 

sample? 

As can be seen in Schedule WAR-9, the Company-proposed capital 

structure is virtually identical to the average capital structure of the electric 

companies included in my sample, which contained an average of 47.30 

percent long-term debt, 0.70 percent preferred stock, and 52.00 percent 

common equity. 

What capital structure are you recommending for UNSE? 

I am recommending that the Commission adopt the Company’s actual end 

of test year capital structure comprised of zero short-term debt, 47.40 

percent long-term debt and 52.60 percent long-term common equity, 
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which is essentially the same as the capital structure being proposed by 

UNSE. 

VEIGHTED COST OF CAPITAL AND FAIR VALUE RATE OF RETURN 

2. 

1. 

2. 

4. 

What original cost weighted average cost of capital are yo 

recommending for UNSE? 

Based on my recommended capital structure, comprised of 47.40 percent 

long-term debt and 52.60 percent common equity, I am recommending an 

original cost weighted average cost of capital of 7.13 percent (Schedule 

WAR-1, Page 1). This is the weighted average cost of my recommended 

cost of long-term debt of 5.99 percent and my recommended 8.16 percent 

cost of common equity. 

What fair value rate of return are you recommending for UNSE? 

I am recommending a FVROR of 4.98 percent (Schedule WAR-1, Page 1) 

which is 215 basis points lower than my OCROR of 7.13 percent. My 

recommended FVROR satisfies the fair value requirement of the Arizona 

Constitution which the Commission must follow when setting rates for 

investor owned utilities such as UNSE. 
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Q. 

4. 

Q. 

A. 

Why are you recommending a FVROR that is different from your 

OCROR? 

Because UNSE elected not to use the Company’s original cost rate base 

(”OCRB”) as its fair value rate base (“FVRB”) in this case. Instead, UNSE 

performed a reconstruction cost new less depreciation (“RCND’’) study to 

restate the value, or reproduction cost, of the Company’s OCRB. As is 

the normal ratemaking practice in Arizona, the Company averaged the 

values of its OCRB and its RCND rate base to arrive at a FVRB that is 

higher than the OCRB. This is because the value of the FVRB reflects the 

impact of inflation and other factors which tend to contribute to an upward 

growth in value over time. Since the difference in the value of the OCRB 

and the FVRB represents inflation, as opposed to additional investor 

supplied capital, an OCROR which includes an inflation component cannot 

be applied to the FVRB. To do so would result in a double counting of 

inflation. For this reason it is necessary to remove the inflation component 

that is included in the OCROR. 

Does your recommended FVROR satisfy the requirements for 

determining a FVROR that resulted from the Commission’s Chaparral 

City Water Company remand decision, which established the need to 

remove the inflation component from an OCROR? 

Yes. On July 28, 2008, the Commission issued Decision No. 70441, in 

which stated the following: 
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Our previous method was a shorthand method of ensuring that 
inflation would only influence one piece of the ratemaking 
formula - the rate of return. However, the Court of Appeals has 
made it clear that, under our constitution, the "inflation 
component'' belongs in the FVRB. Accordingly, in order to 
avoid over-counting the effect of inflation, it is necessary for us 
to ensure that the rate of return does not also carry an inflation 
component. [Decision No. 70441, p. 331 

Q. 

4. 

Q. 

A. 

How did you remove the inflation component from your OCROR? 

I reduced my recommended costs of common equity and long-term debt 

by an inflation factor of 2.1 5 percent (Schedule WAR-1 , Page 4). As a 

result of this decision, the effective difference between my OCROR and 

FVROR is 215 basis points which produced my recommended FVROR of 

4.98 percent. The method that I have used in this case produces a 

FVROR that is comparable to the FVROR calculated for UNS Electric, Inc. 

in a prior rate case proceeding. In that case the Commission adopted a 

method that reduced the OCROR by an inflation factor that was 

recommended by RUC0.26 The Commission had previously used the 

same method in a rate case proceeding for UNS Electric, Inc.'s sister 

utility, UNS Gas, Inc. 

How did you calculate your inflation factor of 2.15 percent? 

By using the same RUCO methodology that produced an inflation factor 

similar to what the Commission relied on in the prior UNS Electric, Inc. 

case cited above. As can be seen on Page 4 of Schedule WAR-1, my 

26 Decision No. 71914, dated September 30, 2010 
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recommended 2.15 percent inflation factor represents the difference 

between Treasury Inflation-Protected Securities (“TIPS”) and comparable 

securities issued by the U.S. Treasury with similar liquidity and duration 

from the beginning of 2006 through the early part of June 2013. 

3. 

4. 

a. 
4. 

How does your FVROR compare to the FVROR being recommended 

by UNSE? 

My recommended FVROR of 4.98 percent is 173 basis points lower than 

the 6.71 percent FVROR being proposed by UNSE. 

What inflation factor does UNSE propose? 

UNSE’s cost of capital witness, Ms. Bulkley, is proposing an inflation 

adjustment of 1.61 percent, to be applied to the fair value increment of the 

Company-proposed WRB, which is 54 basis points lower than my 

recommended 2.15 percent. 

COMMENTS ON THE COMPANY-PROPOSED COST OF EQUITY CAPITAL 

Q. Have you reviewed UNSE’s testimony on the Company-proposed 

cost of equity capital? 

Yes, I have reviewed the testimony prepared by Ms. Anne E. Bulkley. 4. 

... 

52 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

birect Testimony of William A. Rigsby 
INS Electric, Inc. 
)ocket No. E-04204A-12-0504 

2. 

4. 

2. 

4. 

2. 

9. 

Q. 

A. 

Please compare the Company-proposed cost of equity with your 

recommended cost of equity. 

The Company is recommending a cost of equity capital of 10.50 percent 

which is 234 basis points higher than my recommended 8.16 percent cost 

of equity. 

Have you studied the specific methods that Ms. Bulkley used to 

derive the Company-proposed cost of equity capital? 

Yes. 

What methods did Ms. Bulkley use to arrive at her cost of common 

equity for UNSE? 

Ms. Bulkley used the constant growth DCF model, similar to the one that I 

used, and a multi-stage DCF. She also employed the CAPM and risk 

premium methods to estimate UNSE’s cost of common equity. I did not 

employ the risk premium methodology because this Commission has 

traditionally placed more weight on the results of the DCF and CAPM. 

Can you provide a comparison of the results derived from Ms. 

Bulkley’s models and yours? 

Yes. The following portion of my testimony will compare and contrast the 

results of our constant growth DCF and CAPM analyses. 
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ICF Comparison 

2. 

4. 

2. 

4. 

Please compare the results of Ms. Bulkley’s DCF analyses and the 

results of your DCF analysis. 

Ms. Bulkley presented the results of two DCF analyses that relied on the 

same of regulated electric utilities that I relied on. Her constant growth 

DCF analysis produced estimates ranging from 8.97 percent to 12.88 

percent. Her multi-stage DCF analysis produced estimates ranging from 

9.84 percent to 1 I .I 9 percent. My constant growth DCF analysis, which 

relied on the same sample of electric utilities included in Mr. Reed’s 

sample, produced a final estimate of 8.16 percent. 

What is the difference between Ms. Bulkley’s dividend yield results 

for electric utilities and your dividend yield results? 

Ms. Bulkley’s 30, 90 and 180-day constant growth DCF analysis of 

regulated electric utilities produced average dividend yields that ranged 

from 4.36 percent to 4.45 percent as opposed to my 8-week average 

dividend yield of 4.04 percent. The difference between our dividend yields 

is due to higher closing stock prices that I recorded during my more recent 

8-week observation period. Ms. Bulkley’s average stock prices ranged 

from $33.80 to $34.27 over her 30,90 and 180 day observation periods as 

opposed to my 8-week average stock price of $37.88. Clearly the demand 

for utility stocks had increased over the 6-month period since Ms. Bulkley 

conducted her analysis during the latter part of 201 2. 

54 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Iirect Testimony of William A. Rigsby 
JNS Electric, Inc. 
locket No. E-04204A-12-0504 

2. 

A. 

2. 

4. 

Please compare your respective DCF growth estimates (9) for 

electric utilities. 

Ms. Bulkley’s constant growth DCF analysis produced an average growth 

estimate of 6.02 percent compared to my 4.12 percent estimate. 

Were there any differences in the way that you conducted your 

constant growth DCF analysis and the way that Ms. Bulkley 

conducted hers? 

Yes. Ms. Bulkley also relied on projections from First Call in addition to 

my reliance on Value Line and Zacks. The First Call average growth 

projections of 5.76 percent were 164 basis points higher than my 4.12 

percent average growth estimate. However, I will point out that Ms. 

Bulkley’s DCF analysis was conducted in November of 2012 and analysts’ 

growth estimates have fallen since that time. For example, Ms. Bulkley’s 

5.01 percent average EPS growth estimate obtained from Zacks is 9 basis 

points higher than the more recent 4.92 percent that I obtained from Zacks 

and her 7.07 percent average EPS growth estimate obtained from Value 

Line is 121 basis points higher than the 5.86 percent average growth 

estimate that I obtained from the same source (Schedule WAR-6). 
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ZAPM Comparison 

2. 

4. 

3. 

4. 

Please compare the results of Ms. Bulkley’s CAPM analysis and the 

results of your CAPM analysis. 

Ms. Bulkley’s CAPM analysis produced average expected return 

estimates of 10.12 percent, relying on beta coefficients provided by 

Bloomberg, and 10.27 percent, relying on Value Line betas, for our 

sample of electric utilities. Her estimates are 445 basis points to 4.60 

basis points higher than my 5.67 percent CAPM estimate that uses a 

geometric mean and are 344 basis points to 339 basis points higher than 

my 6.88 percent CAPM estimate that uses an arithmetic mean. Ms. 

Bulkley’s range of CAPM estimates exceeds the recent yield of 4.60 

percent on a Baa/BBB-rated utility bond yield by 552 to 567 basis points. 

What are the main reasons for Ms. Bulkley’s higher CAPM results? 

There are two reasons. First, Ms. Bulkley’s use of forecasted yields on 

the 30-year Treasury Bond which is used as a proxy for the risk free rate 

of return and second, the market risk premiums which utilized Ms. 

Bulkley’s own method for calculating the return on the market as opposed 

to relying on the more established method of relying on historical market 

data published in Morningstar. 
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2. 

4. 

1. 

4. 

2. 

1. 

Please describe the first difference in the way that you conducted 

your CAPM analysis and the way that Ms. Bulkley conducted hers? 

The first difference involves Ms. Reed’s reliance on higher forecasted 

estimates of the yield on the 30-year U.S. Treasury bond as opposed to 

the more recent 8-week average yields of the 30-year Treasury bond that I 

relied on for the risk-free rate of return used in the CAPM model. 

Do you believe that analyst’s forecasted yields on U.S. Treasury 

instruments are appropriate? 

No. I believe that the most current yield is the best indicator of future 

yields. 

What is the second difference between your respective CAPM 

analyses? 

The second difference involves the market risk premium. Ms. Bulkley’s 

market risk premiums were derived by subtracting her estimated 30-year 

Treasury yields from a 12.85 percent estimated required market return on 

the S&P 500 obtained through a DCF model. Her S&P 500 data consisted 

of forecasted dividend and growth estimates which produced higher 

market risk premiums ranging from 7.75 percent to 9.98 percent as 

opposed to my market risk premiums of 3.70 percent and 5.40 percent. 

Ms. Bulkley’s higher market risk premiums are the result of his reliance on 

forecasted data as opposed to the Morningstar SBBl Yearbook actual 
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historical data, which encompassed a much broader period of the U.S. 

economy between 1926 and 2012, that I relied on. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Did Ms. Bulkley use the same Value Line betas that you used in your 

CAPM analysis? 

Yes. However, Ms. Bulkley’s utility sample had an average Value Line 

beta of 0.718 as opposed to my slightly lower average Value Line beta of 

0.71. Ms. Bulkley also relied on betas published by Bloomberg which 

averaged 0.701. 

What is the beta of UNS Energy Corporation, the parent of UNSE? 

UNS Energy Corporation has a Value Line beta of 0.70 which is slightly 

lower than the average Value Line and Bloomberg betas that Ms. 

Bulkley’s and I relied on. The lower beta indicates that UNSE’s parent 

company is slightly less risky than the average of our respective sample 

electric utilities. 

How did Ms. Bulkley arrive at her final 10.50 percent cost of equity 

capital for UNSE? 

Ms. Bulkley’s proposed cost of equity estimate of 10.50 percent fell within 

the range of results obtained from her cost of capital analysis. 
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a. 

4. 

Q. 

A. 

Does your silence on any of the issues, matters or findings 

addressed in the testimony of Ms. Bulkley or any other witness for 

UNSE constitute your acceptance of their positions on such issues, 

matters or findings? 

No, it does not. 

Does this conclude your testimony on UNSE? 

Yes, it does. 
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Appendix 1 

Qualifications of William A. Riqsby, CRRA 

EDUCATION: University of Phoenix 
Master of Business Administration, Emphasis in Accounting, 1993 

Arizona State University 
College of Business 
Bachelor of Science, Finance, 1990 

Mesa Community College 
Associate of Applied Science, Banking and Finance, 1986 

Society of Utility and Regulatory Financial Analysts 
38th Annual Financial Forum and CRRA Examination 
Georgetown University Conference Center, Washington D.C. 
Awarded the Certified Rate of Return Analyst designation 
after successfully completing SURFA’s CRRA examination. 

Michigan State University 
Institute of Public Utilities 
N.A.R.U.C. Annual Regulatory Studies Program, 1997 & I  999 

Florida State University 
Center for Professional Development & Public Service 
N.A.R.U.C. Annual Western Utility Rate School, 1996 

EXPERl EN CE : Chief of Accounting and Rates 
Residential Utility Consumer Office 
October 201 1 - Present 

Public Utilities Analyst V 
Residential Utility Consumer Office 
April 2001 - Present 

Senior Rate Analyst 
Accounting 8, Rates - Financial Analysis Unit 
Arizona Corporation Commission, Utilities Division 
July 1999 - April 2001 

Senior Rate Analyst 
Residential Utility Consumer Office 
December 1997 -July 1999 

Utilities Auditor II and Ill 
Accounting & Rates - Revenue Requirements Analysis Unit 
Arizona Corporation Commission, Utilities Division 
October 1994 - November 1 997 

Tax Examiner Technician I / Revenue Auditor I1 
Arizona Department of Revenue 
Transaction Privilege / Corporate Income Tax Audit Units 
July 1991 - October 1994 
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Appendix 1 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION 

Utilitv Company 

ICR Water Users Association 

Rincon Water Company 

Ash Fork Development 
Association, Inc. 

Parker Lakeview Estates 
Homeowners Association, Inc. 

Mirabell Water Company, Inc. 

Bonita Creek Land and 
Homeowner's Association 

Pineview Land & 
Water Company 

Pineview Land & 
Water Company 

Montezuma Estates 
Property Owners Association 

Houghland Water Company 

Sunrise Vistas Utilities 
Company -Water Division 

Sunrise Vistas Utilities 
Company - Sewer Division 

Holiday Enterprises, Inc. 
dba Holiday Water Company 

Gardener Water Company 

Cienega Water Company 

Rincon Water Company 

Vail Water Company 

Bermuda Water Company, Inc. 

Bella Vista Water Company 

Pima Utility Company 

Docket No. 

U-2824-94-389 

U-1723-95-122 

E-I 004-95-1 24 

U-I 853-95-328 

U-2368-95-449 

u-2195-95-494 

U-1676-96-161 

U-I 676-96-352 

U-2064-96-465 

U-2338-96-603 et al 

U-2625-97-074 

U-2625-97-075 

U-I 896-97-302 

U-2373-97-499 

W-2034-97-473 

W-1723-97-414 

W-01651 A-97-0539 et al 

W-01812A-98-0390 

W-02465A-98-0458 

SW-02199A-98-0578 

Type of Proceeding 

Original CC&N 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Financing 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Fin an ci n g /Au t h . 
To Issue Stock 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

2 



Appendix 1 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.1 

Utility Companv 

Pineview Water Company 

I.M. Water Company, Inc. 

Marana Water Service, Inc. 

Tonto Hills Utility Company 

New Life Trust, Inc. 
dba Dateland Utilities 

GTE California, Inc. 

Citizens Utilities Rural Company, Inc. 

MCO Properties, Inc. 

American States Water Company 

Arizona-American Water Company 

Arizona Electric Power Cooperative 

36Onetworks (USA) Inc. 

Beardsley Water Company, Inc. 

Mirabell Water Company 

Rio Verde Utilities, Inc. 

Arizona Water Company 

Loma Linda Estates, Inc. 

Arizona Water Company 

Mountain Pass Utility Company 

Picacho Sewer Company 

Picacho Water Company 

Ridgeview Utility Company 

Green Valley Water Company 

Bella Vista Water Company 

Arizona Water Company 

Docket No. 

W-01676A-99-0261 

W-02 1 9 1 A-99-04 1 5 

W-01493A-99-0398 

W-02483A-99-0558 

W-03537A-99-0530 

T-01954B-99-0511 

T-01846B-99-0511 

W-02113A-00-0233 

W-02113A-00-0233 

W-01303A-00-0327 

E-01 773A-00-0227 

T-03777A-00-0575 

W-02074A-00-0482 

W-02368A-00-0461 

WS-02156A-00-0321 et al 

W-01445A-00-0749 

W-022 I 1 A-00-0975 

W-0 1445A-00-0962 

SW-03841A-01-0166 

SW-03709A-01-0165 

W-03528A-01-0169 

W-03861A-01-0167 

W-02025A-01-0559 

W-02465A-01-0776 

W-01445A-02-06 1 9 

Tvpe of Proceeding 

WIFA Financing 

Financing 

WIFA Financing 

WIFA Financing * 

Financing 

Sale of Assets 

Sale of Assets 

Reorganization 

Reorganization 

Financing 

Financing 

Financing 

WIFA Financing 

WIFA Financing 

Rate Increase/ 
Financing 

Financing 

Rate Increase 

Rate Increase 

Financing 

Financing 

Financing 

Financing 

Rate Increase 

Rate Increase 

Rate Increase 
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Appendix I 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Companv 

Arizona-American Water Company 

Arizona Public Service Company 

Rio Rico Utilities, Inc. 

Qwest Corporation 

Chaparral City Water Company 

Arizona Water Company 

Tucson Electric Power 

Southwest Gas Corporation 

Arizona-American Water Company 

Black Mountain Sewer Corporation 

Far West Water 8, Sewer Company 

Gold Canyon Sewer Company 

Arizona Public Service Company 

Arizona-American Water Company 

Arizona-American Water Company 

Arizona-American Water Company 

UNS Gas, Inc. 

Arizona-American Water Company 

UNS Electric, Inc. 

Arizona-American Water Company 

Tucson Electric Power 

Southwest Gas Corporation 

Chaparral City Water Company 

Arizona Public Service Company 

Johnson Utilities, LLC 

Arizona-American Water Company 

Docket No. 

W-01303A-02-0867 et al. 

E-01 345A-03-0437 

WS-02676A-03-0434 

T-01051 B-03-0454 

W-02113A-04-0616 

W-01445A-04-0650 

E-01 933A-04-0408 

G-01551A-04-0876 

W-01303A-05-0405 

SW-02361 A-05-0657 

WS-03478A-05-0801 

SW-02519A-06-0015 

E-01 345A-05-0816 

W-01303A-05-0718 

W-01303A-05-0405 

W-01303A-06-0014 

G-04204A-06-0463 

WS-01303A-06-0491 

E-04204A-06-0783 

W-01303A-07-0209 

E-01 933A-07-0402 

G-01551 A-07-0504 

W-02113A-07-0551 

E-01 345A-08-0 1 72 

WS-02987A-08-0180 

W-01303A-08-0227 et al. 

Tvpe of Proceeding 

Rate Increase 

Rate increase 

Rate Increase 

Renewed Price Cap 

Rate Increase 

Rate Increase 

Rate Review 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Transaction Approval 

ACRM Filing 

Rate Increase 

Rate increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 
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Appendix 1 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Company 

UNS Gas, Inc. 

Arizona Water Company 

Far West Water & Sewer Company 

Black Mountain Sewer Corporation 

Global Utilities 

Litchfield Park Service Company 

UNS Electric, Inc. 

Rio Rico Utilities, Inc. 

Arizona-American Water Company 

Bella Vista Water Company 

Chaparral City Water Company 

Qwest Communications International 

CenturyLink, Inc. 

Southwest Gas Corporation 

Arizona-American Water Company 

Arizona-American Water Company 

Arizona-American Water Company 

Goodman Water Company 

Arizona Water Company 

Bermuda Water Company, Inc. 

UNS Gas, Inc. 

Arizona Public Service Company 

Arizona Water Company 

Pima Utility Company 

Tucson Electric Power Company 

Rio Rico Utilities, Inc. 

Docket No. 

G-04204A-08-057 1 

W-01445A-08-0440 

WS-03478A-08-0608 

SW-02 36 1 A-0 8-060 9 

SW-02445A-09-0077 et al. 

SW-O1428A-09-0104 et al. 

E-04204A-09-0206 

WS-02676A-09-0257 

W-01303A-09-0343 

W-02465A-09-0411 et al. 

W-02113A-10-0309 

T-04190A-10-0194 et ai. 

T-04190A-10-0194 et at. 

G-01551A-10-0458 

W-01303A-10-0448 

W-O1303A-11-0101 

W-01303A-09-0343 

W-025OOA-10-0382 

W-O1445A-10-0517 

W-O1812A-10-0521 

G-04204A-11-0158 

E-01 345A-11-0224 

W-01445A-11-0310 

W-02199A-11-0329 et al. 

E-01 933A-12-0291 

WS-02676A-12-0196 

Type of Proceedinq 

Rate Increase 

Rate Increase 

Interim Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate lncrease 

Rate Increase 

Reorganization 

Merger 

Merger 

Rate Increase 

Rate Increase 

Reorganization 

Deconsolidation 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 
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Appendix I 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Company Docket No. Tvpe of Proceeding 

Far West Water & Sewer, Inc. Rate Increase 

Arizona Water Company W-01445A-12-0348 Rate Increase 

WS-02676A-I 2-01 96 
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May 24,2013 ELECTRIC UTILITY (EAST) INDUSTRY 140 
All of the major electric utilities located in the 

eastern region of the United States are reviewed 
in this Issue; central electrics, in Issue 5; and the 
remaining utilities, in Issue 11. 

Hurricane Sandy hit several electric utilities in 
the Northeast  hard in late October of 2012. Now, 
utilities are dealing with the issue of how to re- 
cover these costs, and what should be done to 
prepare for storms. 

Many electric utilties record mark-to-market ac- 
counting ga ins  or losses. These usually stem from 
their nonregulated activities. Mark-to-market 
items are among a list of things that we include in 
our earnings presentation, even though many 
utilities exclude them from their definition of 
“ongoing” or “operating” earnings. 

Electric utility stocks, as a group,  have fared 
well so far this year,  and have risen in line with the 
broader market averages. This has reduced their 
3- to 5-year total return potential. 

The Aftermath Of Hurricane Sandy 
Last year, millions of electric customers in the North- 

east lost power as a result of Hurricane Sandy. For some 
utilities, this was the worst storm in the company’s 
history. Although utilities from all over the United 
States came in to help restore power, some customers 
were without electricity for two weeks. Despite the costs 
associated with the hurricane, this did not have a huge 
effect on companies’ bottom lines. For example, profits of 
Public Service Enterprise Group were reduced by $0.13 a 
share in the fourth quarter of 2012, and $0.08 of that 
came from the nonregulated side of the company, which 
is not subject to regulatory accounting. There are two 
reasons why this is so. First, some of these costs were 
capitalized, instead of being booked as an operating 
expense. Second, regulatory accounting permits utilities 
to defer costs for future recovery if there is a high 
expectation that the regulators will allow recovery of 
these expenses. 

New Jersey was arguably the hardest-hit state. The 
Board of Public Utilities plans to hold generic hearings 
regarding utilities’ recovery of the hurricane-related 
costs. However, because Jersey Central Power & Light (a 
unit of FirstEnerd has a general rate case pending in 
which the utility seeks cost recovery, this is how this 
matter will be resolved. Parts of New York State were 
also greatly affected by Sandy. The New York State 
commission and various state agencies will be cxamin- 
ing the performance of utilities, most notably Consoli- 
dared Edison, in response to  the hurricane. 

ConEd and the utility subsidiary of Public Service 
Enterprise Group, Public Service Electric & Gas, have 
put forth storm-hardening capital spending proposals 
before their respective state commissions. ConEd is 
proposing to spend $1 billion through 2016, and PSE&G 
proposes spending $3.9 billion over a IO-year span. In 
order for PSE&G’s plan to go forward. the utility would 
need to have a regulatory mechanism to recover these 
costs annually, instead of having to wait for a general 
rate case 

~~ ~ 

INDUSTRY TIMELINESS: 72 (of 98) 1 
Unusual  But Not  Nonrecurr ing 

Many utilities have certain items that they exclude 
from their definition of “ongoing” or “operating” earn- 
ings, which typically differ from earnings based on 
generally accepted accounting principles. Most notable 
among these are quarterly gains or losses stemming 
from mark-to-market accounting adjustments that arise 
from their nonregulated energy-related activities. (An 
explanation of this accounting is beyond the scope of this 
report.) These can skew quarterly or annual profits, but 
we include them in our earnings presentation because 
they even out over time and, since they are a part of 
quarterly results, are literally not nonrecurring. Among 
the companies in this Issue that report such items are 
PSEG, Exelon, PPL Corporation, NextEra Enerw, Duke 
Energy, and FirstEnergy. Other kinds of costs that we 
include, even though most companies exclude them, are 
merger-related expenses. Duke, ExeIon, and Northeast 
Utilities are booking these costs as a result of mergers 
that were completed in 2012. We also include costs 
associated with major storms, even if some companies, 
such as Dominion Resources, exclude them. The inclu- 
sion of these kinds of costs are a key reason why our 
earnings estimates sometimes differ from management’s 
guidance. 

Conclusion 
So far this year, the Value Line Utility Average has 

risen 12%, short of the Value Line Composite Average, 
which has climbed 16%. Following the sharp rise in the 
price of electric utility stocks, the average dividend yield 
of the equities in this industry, while still well above that 
of the market as a whole, is below 4%. Utility stocks have 
become so pricey that almost all are trading within their 
2016-2018 Target Price Ranges-and a few are trading 
above that range. Utility investors with a long-term 
horizon should be aware that the 3- to 5-year total 
return potential we project for most of these issues is in 
a low single-digit range. We aren’t expecting a sharp 
near-term rise in interest rates, but if one were to occur, 
this might well hurt the prices of these stocks. 

Paul E. Debbas. CFA 
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March 22,2013 ELECTRIC UTILITY (CENTRAL) INDUSTRY 901 
All of the major electric utilities located in the 

central region of the United States are reviewed in 
this Issue; eastern electrics, in Issue 1; and the 
remaining utilities, in Issue 11. 

Persistent low wholesale electricity prices have 
made the merchant power generation business 
less attractive. Some companies are selling assets, 
and others are exiting this business. 

Among American companies, there has been a 
lot of merger and acquisition activity in early 
2013. However, electric utilities have stayed on the 
sidelines, so far. 

It is getting harder to find attractive selections 
in the Electric Utility Industry due to the high 
valuation of many of these equities. 

Unfavorable Conditions In The Power Markets 
As the price of natural gas has declined considerably 

in the past five years, so too has the price of wholesale 
power. This has hurt the profitability of companies that 
have a significant ownership of nonregulated generating 
assets. Among these companies are Exelon, FirstEnergy, 
PPL Corporation, Public Service Enterprise Group, En- 
tergy, and Ameren. These companies typically hedge 
most of their expected output, and as older, higher- 
priced hedges are rolling off, they are being replaced by 
lower-margin hedges. Even in such an environment, 
most nuclear assets are still profitable, but much less so 
than a few years ago. Meanwhile, owners of nonregu- 
lated coal-fired units are facing higher coal costs at the 
same time that power prices are under pressure. What's 
more, some of these plants will need pollution control 
equipment to meet stricter federal regulations if they 
are to continue running. 

One company, Edison International, exited this busi- 
ness in late 2012 when its merchant power subsidiary 
made a prepackaged Chapter 11 filing and was decon- 
solidated from Edison's books. Another, Ameren, is di- 
vesting itself of this business, too. Arneren won't receive 
any cash, but will remove debt from its balance sheet 
and will obtain some tax benefits as a result of the 
transaction. These two companies had nonutility gener- 
ating fleets that were almost entirely coal-fired. 

Nuclear units are more attractive than coal-fired 
facilities, but certainly are not immune to market pres- 
sures. Dominion Resources is shutting its Kewaunee 
nuclear plant in Wisconsin after the company was un- 
able to  find a buyer. Dominion is also shutting some 
fossil units, and will wind up with a company that is 
more focused on the regulated utility business. PPL has 
also increased its presence in regulated utilities in the 
past few years by buying power companies in Kentucky 
and Great Britain. Exelon, which has 17 nuclear units, 
was already planning to shut one aging facility, but 
hasn't announced any other planned closings. However, 
unfavorable conditions in the power markets have hurt 
the company's profitability so much that the board of 
directors is planning to cut the dividend. The profitabil- 
ity of NextEra Energy's Seabrook nuclear unit has 
declined, but it still a valuable asset for the company. 

Mergers And Acquisitions 
A lot of big deals have been announced in Corporate 

America in the first quarter of 2013. However, electric 
utilities have not participated in the activity. Currently, 

I INDUSTRY TIMELINESS: 44 (of 98) I 
the only electric company that is involved in pending 
M&A activity is CH Energy Group, which is being 
acquired by Fortis, a Canadian company, in a transac- 
tion that is expected to be completed in the second 
quarter of 2013. Entergyhas agreed to sell its transmis- 
sion assets to ITC Holdings. but we don't regard this 
deal as M&A because it doesn't involve a change in 
control of an entire company. 

There are a number of reasons why electric utilities 
have stayed on the M&A sidelines of late. First, most of 
the obvious deals have already happened. Today, there 
are only about 50 publicly traded electric companies in 
the United States. Twenty-five years ago, there were 
roughly twice as many. In Iowa alone, there were six 
utilities. Three of them are now owned by Berkshire 
Hathaway. and the other three are part of Alliant 
Energy. Second, completing M&A in this industry is 
almost always a long and difficult process because nu- 
merous regulatory bodies must give their approval. 
When American Electric Power announced its agree- 
ment to acquire Central and South West in late 1997, the 
transaction didn't close until mid-2000. Moreover, many 
deals have been terminated once it became evident that 
a state commission would not approve the combination 
without imposing conditions that were unacceptable to 
the companies. Third, given the valuations of most 
utility stocks today, buying a power company would be 
an expensive undertaking, even allowing for the fact 
that  borrowing costs are low. 

Conclusion 
The average dividend yield of stocks in the Electric 

Utility Industry is about 4%. This is well above the 
median of all dividend-paying stocks covered in The 
Value Line Investment Survey, but is low, by historical 
standards. This is a reflection of today's very low inter- 
est rates. Many investors have focused attention on 
dividend-paying equities such as  utilities because re- 
turns on cash are minuscule. As a result, the recent price 
of many of these issues is within their 2016-2018 Target 
Price Range. This indicates that  they are expensively 
priced. It has become harder to find attractive selections 
in this industry, but we suggest that investors look at 
ITC Holdings if they are more interested in good 3- to 
5-year total return potential than a high current yield. 

Paul E. Debbas, CFA 
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May 3,2013 ELECTRIC UTILITY (WEST) INDUSTRY 2236 
All of the major electric utilities located in the 

western region of the United States are reviewed 
in this Issue; eastern electrics, in Issue 1; and the 
remaining utilities, in Issue 5. 

Electric utilities frequently file rate cases. We 
discuss the reasons why these applications are 
necessary, and mention some companies in this 
Issue that have rate cases pending. 

S o  far this year, most stocks in this industry 
have outperformed the broader market averages. 
With investors reaching for dividend yield, elec- 
tric utility stocks have become richly valued. 

Rate Cases 
There are numerous reasons why electric utilities file 

rate cases. Some states, such as California, Wisconsin, 
and Nevada, require utilities to file periodically. Compa- 
nies also file applications to place new plant into the rate 
base, recover rising operating and maintenance ex- 
penses, or reflect changes in the cost of capital. In some 
cases, utilities seek rate relief to recover the costs of 
responding to natural disasters, such as Hurricane 
Sandy last fall. Of course, utilities usually don't get 
everything they request. And, in a period of declining 
interest rates, they sometimes have their allowed return 
on equity lowered by a state regulatory commission. 

Some utilities in this Issue have rate cases pending. 
Most notable is Xcel Energy, which usually has multiple 
applications in the hopper. Xcel operates in eight states 
and provides both electric and gas service in most of 
them, so it's understandable that rate filings are an 
ongoing occurrence for the company. In California, the 
utility subsidiaries of PG&E Corp. and Sempra Energy 
are awaiting rate orders. In Arizona, UniSource Energyk 
two utilities have applications pending. In Oregon, Port- 
land General Electric just put forth a petition. When a 
utility files a rate application, the time frame for a 
decision is typically six to 12 months, but can drag on for 
a longer period. Sempra's utilities have been waiting for 
more than a year to get an order, which will be retroac- 
tive to the start of 2012. 

Just  as court cases can be settled, so can rate cases. 
Utilities sometimes reach agreements with the commis- 
sion's staff and key intervenor groups. (Indeed, in some 
states, settlements are the norm.) For instance, within 
the past several months Avista settled its electric and 
gas cases in Washington and Idaho. The settlements 
were approved by the state commissions. The agree- 
ments also included rate freezes in which tariffs couldn't 
be raised again until the start of 2015. Rate freezes 
aren't unusual, either. It should be noted that these 
orders refer to base tariffs; the actual prices that cus- 
tomers pay may rise or fall depending on fuel costs that 
are passed through to ratepayers. 

1 INDUSTRY TIMELINESS: 82 (of 98) I 
without a rate hike (except for one needed for a pending 
asset acquisition). Electric transmission revenues that 
are overseen by the Federal Energy Regulatory Commis- 
sion are subject to similar regulation. 

Even with all of this regulatory activity, there are 
exceptions. El Paso Electric has some peaking generat- 
ing units under construction, but believes it can hold off 
on filing a rate case until 2015. This is partly thanks to 
above-average growth in the utility's service territory. 

Conclusion 
Electric utility equities have performed very well since 

the start of 2013. Most issues have risen anywhere from 
10% to 20%, and even the laggards have advanced at a 
high single-digit pace. (CH Energy, which is being ac- 
quired, is the exception, having declined slightly.) This is 
partly due to the strength of the overall stock market, 
but electric utilities have comfortably outperformed the 
broader market averages. 

Why is this happening? Considering the minuscule 
returns on savings accounts and money market funds, 
many investors are continuing to reach for anything 
with a decent dividend yield. Electric utility stocks have 
long been known as havens for income-oriented inves- 
tors. The average yield of this group is 3.7%, which 
compares favorably with the median yield of 2.2% for 
dividend-paying issues under our coverage. Another 
reason for the outperformance is reversion to the mean. 
In 2012, electric utility equities underperformed the 
broader market averages. 

For almost every one of the 49 electric utility stocks 
under our coverage, the recent price is within the 3- to 
5-year Target Price Range. In a few cases, such as  Black 
Hills and Portland General Electric, the quotation is 
above the 2016-2018 Target Price Range. When this 
occurs, i t  is usually a signal that these stocks have 
become overvalued. At the current valuation, the median 
3- t o  5-year total return potential is only about 3%, 
which is hardly inspiring for long-term investors. 

Paul E. Debbas, CFA 

Sometimes, utilities can obtain higher revenues with- 
out going through a full-blown rate case. Certain kinds 
of spending are recoverable annually through rate sur- 
charges (known as riders). For instance, Arizona Public 
Service, the utility subsidiary of Pinnacle West, has such 
a regulatory mechanism for its solar energy program. 
Eventually, these revenues will be rolled into base tariffs 
once the company files its next general rate case. This 
should enable the utility to go for a few more years 
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A M  J J A S O N D  

institutional Decis ions 

4LLETE, in its current configuration, began 
:rading on September 21, 2004, the day 
3fler it spun off its automotive services busi- 
less, ADESA (now KAR Auction Services, 
NYSE: KAR), to shareholders and effected 
3 I-for-3 reverse stock split. ALLETE share 
holders received one share of ADESA for 
each ALLETE share held. Data for the "o ld  
ALLETE are not shown because they are 
not comparable. 
CAPITAL STRUCTURE as of 12/31/12 
Total Debt $1018.1 mill. Due in 5 Yrs $269.6 mill. 
LT Debt $933.6 mill. 
(LT interest earned: 3.9~) 
Leases, Uncapitalized Annual rentals $1 1.5 mill. 

LT Interest $46.0 mill. 

Pension Assets-12/12 $460.1 mill. 
Oblig. $652.1 mill. 

Pfd Stock None 

Common Stock 39,468,463 shs. 
as of 2/1/13 

endar 
2009 
2010 
2011 
2012 
2013 

- 

.46 .46 .46 1.84 
,475 

._ 1.35 2.48 2.77 3.08 2.82 1.89 2.19 2.65 2.58 2.70 2.95 EarningspershA 3.75 

.- .30 1.25 1.45 1.64 1.72 1.76 1.76 1.78 1.84 1.90 1.96 Div'd Decl'dper sh8.t 2.20 
_ -  2.12 1.95 3.37 6.82 9.24 9.05 6.95 6.38 10.30 7.25 8.00 Cap'l Spending persh 3.50 
- -  21.23 20.03 21.90 24.11 25.37 26.41 27.26 28.78 30.48 31.50 32.45 BookValue Dersh C 36.25 

BUSINESS: ALLETE, Inc. is the parent company of Minnesota eration in FL. Disc. water-utility ops. in '01. Spun off automotive 
Power, which supplies electricity to 146,000 customers in north remarketing operation in '04. Generating soums: coal 8 lignite, 
eastem MN, 8 Superior Water, Light 8 Power in northwestern WI. 74%; biomass, 4%; hydro, 4%; wind, 2%; purch., 16%. '12 deprec. 
Electric revenue breakdown: taconite mininglprocessing, 24%; rate: 2.9%. Has 1,400 employees. Chairman, President 8 CEO: 
paperhood products, 9%; other industrial, 10%; residential. 13%; Alan R. Hodnik. Inc.: MN. Address: 30 West Superior SI., Dululh, 
commercial, 14%; wholesale, 13% other, 17%. Has real estate o p  MN 55802-2093. Tel.: 218-279-5000. Internet: www.allete.com. 

ALLETE's earnings will probably ad- 
vance moderately in 2013. Much of the 
capital spending of its major utility subsid- 
iary, Minnesota Power, is subject to imme- 
diate recovery through surcharges on cus- 
tomers' bills. This includes renewable- 
energy, environmental, and transmission 
expenditures. Two wind projects went into 
service in late 2012, so the company will 
have a full year's worth of income from 
them this year. Also, Minnesota Power's 
service area is in  good shape, a s  its large 
industrial customers are  running at  full 
production. Our 2013 earnings estimate is 
within ALLETE's targeted range of $2.58- 
$2.78 a share. The stock is  ranked favor- 
ably for Timeliness. 
W e  expect stronger profit growth in 
2014. The key factor is  a taconite plant 
that  Essar Steel is building in Minnesota 
Power's service area. Essar will probably 
start making pellets in the fourth quarter 
of 2013, and the facility is expected to 
reach full production sometime in 2014. 
This should result in a t  least 110 mega- 
watts of additional load. Accordingly, we 
forecast a high single-digit earnings in- 
crease, to $2.95 a share. 

The board of directors boosted the 
dividend in the first quarter. The board 
raised the annual payout by $0.06 a share 
(3.3%), a slightly higher increase than we 
had estimated. The stock's dividend yield 
is equal to the utility average. 
The Minnesota commission turned 
down one request from Minnesota 
Power, but another is pending. The 
regulators rejected the  utility's request for 
a regulatory mechanism that  would have 
enabled it to  recover increases in pension 
and other postretirement benefits costs 
automatically. These have been rising due 
to low interest rates. Separately, Minne- 
sota Power is proposing to spend $350 
million-$400 million for environmental 
compliance for one of its coal-fired units. 
The utility should get a decision sometime 
in  2013. 
The recent price is up about 15% since 
the start of 2013. We think this is in  
anticipation of strong earnings growth 
next year. With the quotation near the 
midpoint of our 2016-2018 Target Price 
Range, total return potential is unspec- 
tacular. 
Paul E. Debbas. CFA March 22, 2013 

,te Apr. (6) Div'ds historically paid In early (D) In mill. (E) Rate base: Original cost deprec. 
June, Sept. and Dec. Div'd reinvest- Rate allowed on corn. eq. in '10: 10.38%; Stock's Price Stability 95 
plan avail. t Shareholder investment plan earned on avg. com. eq., '12: 8.6%. Regulatory 
(C) Incl. deferred chgs. In '12: $8.64/sh. Climate: Avg (F) Summer peak in '10 & '12. 

Company's Financial Strength 

Price Growth Persistence 
Earnings Predictability 

A 

50 
80 - -  

0 2013 Value IJW Publ6hn LLC A I  II nts resewed Faaval maienal IS obtsned Iran wuws bereued to be ieiiable ana IS provldea h w l  wanannes d any m b  
THE PUBLDHER E NOT RE~PONSIBLE ?OR ANY ERRORS OR OMISSIONS HEREN ms plblcalcm is nrury lor wbsuibns own non wmmercial nleinal use NO pm 
of L may be repodred r e d d  slaed a uansmlled m any pimled e(eCtronc a MR Imn a usw la qenaaling a maheunq any p l e d  of e k s m  pkdrcabm s m e  a poducl 

http://www.allete.com


2p1012 HnDIZ 102012 p e - ~  15, 

$$Om)270~2 299% 297% ' 

1997 1998 1999 2000 2001 2002 
32.43 33.08 35.63 42.53 190.10 42.96 
6.47 6.03 6.36 5.11 7.65 6.99 

bBUY 312 295 304 shares 10 

3.28 
2.40 
4.00 

2.81 2.69 1.04 3.27 2.86 
2.40 2.40 2.40 2.40 2.40 
4.13 4.47 5.51 5.69 5.08 

5.5% I 5.0% I 6.2% I 6.7% I 5.3% I 6.6% 
CAPITAL STRUCTURE as of 12/31/12 
Total Debt $18738 mill. Due in 5 Y n  $8254 mill. 
LT Debt $15586 mill. 
Ind. $2227 mill. securitized bonds. 
(LT interest earned: 3 . 2 ~ )  

Leases, Uncapitalized Annual rentals $302 mill. 
Pension Assels-12/12 $4.70 bill. 

Pfd Stock None 

Common Stock 485,668,370 shs. 

MARKET CAP: $23 billion (Large Cap) 

LT Interest $785 mill. 

Oblig. $5.21 bill. 

2.53 
1.65 
3.44 

19.93 
395.02 

10.7 
.61 

6.1% 

ELECTRIC OPERATING STATISTICS 
2010 2011 

NA NA 
NA NA 

k u a l  Load Fador (x NA NA 
XChangeC%rtPmersk+nd) NA NA 

2.61 2.64 2.86 2.86 2.99 2.97 2.60 3.13 2.98 3.15 3.30 Eamingspwsh A 3.75 
1.40 1.42 1.50 1.58 1.64 1.64 1.71 1.85 1.88 1.94 204Dv'dDed'dpershB= 2.30 
4.28 6.11 8.89 8.88 9.83 6.19 5.07 5.74 6.45 7.55 7.75Cap'lSpendingpersh 7.50 

21.32 23.08 23.73 25.17 26.33 27.49 28.33 30.33 31.37 32.60 33.85 BookValuepersh C 38.25 
395.86 393.72 396.67 400.43 406.07 478.05 480.81 483.42 485.67 489.00 492.00 Common Shs Outst'g 0 505.00 

12.4 13.7 12.9 16.3 13.1 10.0 13.4 11.9 13.8 Boldfiginesan AvgAnn'lPIERatio 13.5 
.66 .73 .70 .87 .79 .67 .85 .75 .88 value Une Relative PIE Ratio .N 

Avg Ann'l Div'd Yield 4.5% 4.3% 3.9% 4.1% 3.4% 4.2% 5.5% 4.9% 5.0% 4.6% e*"mates 

2012 
-2.1 
NA 

4.69 
NA 
NA 
NA 
NA - 

12.4% 
4.5% 
64% 

12.2% 11.3% 12.0% 11.4% 11.3% 10.4% 9.1% 10.3% 9.5% 9.5% 10.0% Return on Com Equh E 10.0% 
5.7% 5.2% 5.7% 5.1% 5.1% 4.6% 3.1% 4.2% 3.5% 3.5% 4.0% RetainedtoComEq 4.0% 
54% 54% 53% 55% 55% 56% 66% 60% 63% 63.k 63% AllDiv'dstoNetProf 67% 

Calm 
endar 
2010 
2011 
2012 
2013 
2014 
Gal- 

endar 
2010 
2011 
2012 
2013 
2014 
Gal. 

endar 
2009 
2010 
2011 

2013 
2012 

QUARTERLY REVENUES (I mill.) ~ ~ 1 1  
Mar.31 Jun.30 Sep.30 Dec.31 Year 
3569 3360 4064 3434 14427 
3730 3609 4333 3444 15116 
3625 3551 4156 3613 14945 
3750 3650 4350 3650 15400 
3900 3800 4500 3800 16000 

EARNINGS PER SHARE A ~ ~ 1 1  
Mar.31 Jun.30 Sep.30 Dec.31 Year 

.72 .35 1.16 .37 2.60 

.83 .73 1.17 .41 3.13 

.EO .75 1.00 .43 2.98 

.85 .80 1.05 .45 3.15 

.90 .85 1.10 .45 3.30 
QUARTERLY DMDENDS PAIDB. ~ u i l  

Mar.31 Jun.30 Sep.30 Dec.31 Year 
.41 .41 .41 41 1.64 
.41 .42 .42 .46 1.71 
.46 46 .46 .47 1.85 

47 
.47 .47 .47 .47 1.88 

4) Diluted EPS. Exd. nonrec. gains (losses): 
12, ($3.86); '03, ($1.92); '04, 246; '05, (621): 
)6. (ZO$); '07, (201); '08. 401; '10, p ) ;  '11, 
91; 12. (380; gains (losses) on disc. ops.: 

I , , I I , I I I I I I 

BUSINESS: American Electric Power Company, Inc. (AEP), utility) '01; sold SEEBOARD (Brilish utility) '02; sold Houston 
through 10 operating utilities, serves 5.3 mill. customers in Arkan- Pipeline '05. Generating sources not available. Fuel costs: 35% of 
sas, Kentuky, Indiana, Louisiana, Michigan, Ohio, Oklahoma, Ten- revenues. '12 reporled depr. rates (utility): 1.2%-3.9%. Has 18,500 
nessee, Texas, Wrginia, and West Virginia. Electric revenue break- employees. Chairman: Michael G. Moms. President & CEO: 
down: residential, 38%; commercial, 24%; industrial, 20%; whole- Nicholas K. Akins. Inc.: NY. Address: 1 Riverside Plaza, Columbus, 
sale. 16%: other. 2%. Sold 50% stake in Yorkshire Holdinus (British OH 43215-2373. Tel.: 614-716-1000. Internet: www.aeo.com. 

'02, 
'08, 
Ne: 
pail 

American Electric Power is position- 
ing itself as a re lated utility. Most of 
the company's p rogs  (roughly 85%) come 
from the regulated side of the business. 
And. even in AEPs nonregulated opera- 
tions (power generation, retail electricity 
supply, and wholesale power trading and 
marketing), management wants to make 
this "look as  regulated as possible." 
Accordingly, the board of directors 
has increased the targeted payout ra- 
tio from 50%-60% to 60%-70%. More 
than a year has passed since the dividend 
was last raised. We estimate that the 
board will boost the quarterly payout by 
$0.02 a share (4.3%) in the second quarter. 
AEP is making changes to its portfolio 
of generating assets. The company plans 
to spend $4 billion-$5 billion through 2020 
for environmental compliance. (This is 
well below mana ement's initial expecta- 
tion of $6 billion-$8 billion.) AEP will also 
retire 1,920 megawatts of coal-fired capaci- 
ty to comply with stricter environmental 
rules. Moreover, in connection with a 
transition to competitive markets in Ohio, 
the company plans to undergo a corporate 
separation of its generating facilities 

there. This will create a new subsidiary, 
AEP Generation Resources. (The move ne- 
cessitated a $0.38-a-share nonrecurring 
charge in the fourth period of 2012.) AEP 
needs approval of the Ohio and federal 
regulators for this move, which is expected 
to take effect at the start of 2014. The 
company's generating units should be well 
positioned for competition. Other assets 
will be transferred to  regulated utilities. 
We estimate that earnings will rise in 
2013 and 2014. Rate relief should help. In 
February, Indiana & Michigan Power re- 
ceived an $85 million rate hike in Indiana, 
based on a 10.2% return on equity. In 
Texas, SWEPCO has an $83.1 million rate 
filing pending, based on an 11.25% ROE. 
New tariffs would be retroactive to Janu- 
ary. AEPs  transmission operation has a 
lot  of investment opportunities and should 
increase its contribution each year. Our 
share-net estimates are within the compa- 
ny's guidance of $3.0563.25 for 2013 and 
$3.15-$3.45 for 2014. 
We have a neutral opinion of this 
stock. The yield and 3- to 5-year total re- 
turn potential are average for a utility. 
Paul E. Debbas. CFA March 22, 2013 

'gs. reporl due late Ap 
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10.16 11.46 17.12 18.23 23.55 15.33 18.54 15.03 18.41 17.38 17.19 17.99 14.17 18.98 
2.18 2.28 2.36 2.77 2.94 3.05 2.98 2.56 2.76 2.63 2.69 3.71 3.78 5.12 
1.09 1.12 1.19 1.46 1.51 1.52 1.26 1.32 1.42 1.36 1.32 1.70 1.76 2.29 
.79 8 1  .83 .85 .87 .90 .90 .90 .90 .90 .90 .90 .90 .98 

1.73 2.09 3.99 2.52 1.10 1.91 1.58 1.61 3.19 4.11 8.51 5.59 4.15 4.68 
8.68 9.07 9.44 10.04 10.69 11.77 10.09 10.83 13.69 15.22 16.85 17.65 18.50 21.76 

44.93 44.97 44.88 44.99 44.96 47.04 47.18 49.62 49.99 57.57 59.94 60.04 60.26 60.53 
12.5 14.4 13.4 13.2 14.6 12.2 12.4 13.8 15.0 17.3 19.6 14.1 13.2 12.3 
.72 .75 .76 .86 .75 .67 .71 .73 .80 .93 1.04 .85 .88 .78 

.eases, Uncapitalized Annual rentals $12.4 mill. 

’fd Stock None 

.. _. ~- ~ ~ - .  _.., ._ - ._ ._ ._ 
!evenues -1.5% 5% 4.0% 
Cash Flow” 6.0% 12.5% 6.0% 

Iarntngs lividends ‘:::; 
b o k  Value 8.0% 10.0% 5.5% 

lated operation to its regulated utillty 
subsidiary. The Coughlin gas-fired plant 
is now the company’s only nonutility gen- 
erating facility. Currently, the utility is 

Cal- 

201 0 
2011 
2012 
2013 
2014 
Cal- 

2010 
2011 
2012 
2013 
2014 
Cal- 

2009 
2010 
2011 
2012 
2013 
i) Dilu 
mes! 
2.11: 

- 

_. 

,ndar 

- 

Year 
1148.7 
’:ti:; 
104 
1100 
Full 

Year 
2.29 

22:;; 
2.55 

.55 .68 1.20 .42 2.85 
QUARTERLYDMDENDSpAlD6.t Full 

~ ~ ~ . 3 1  J ~ ~ . ~ o  se .30 D ~ ~ J ~  year 
,,c ,,c ,”,, ,,F on. 

QUARTERLY REMNUES (f mill.) 
Mar.31 Jun.30 Sep.30 Dec.31 
272.3 275.9 343.9 256.6 
253.7 212.9 351.6 239.1 
222.8 240.1 297.4 233.4 
235 255 315 235 
245 270 335 250 

EARNINGS PER SHARE A 

buying power -from Coughlin to help meet 
i ts  needs. The move would give Cleco an- 
other regulated asset and expand its rate 
base. The company is hoping for a ruling 
from the s ta te  regulators by yearend, but 
this might slip into early 2014. 
Earnings are likely to decline this 
year. In 2012, Cleco booked $0.22 a share 
of profits from the contractual expirations 
of indemnifications that  arose from non- 
utility generating units that  were sold in 
2010 and 2011. This made the year-to-year 
earnings comparisons difficult. Our 2013 
share-net estimate is at the upper end of growth prospects. The company will also 
CleCO’S targeted range Of $2.45-$2.55. have significant free cash flow after i ts  
A long-term wholesale contract will capital budget declines in 2014. Finally, 
enhance Cleco’s earnings beginning we think some takeover speculation is re- 

Mar.31 Jun.30 Sep.30 Dec.31 
.56 .58 3 2  .33 
.48 .52 1.08 .51 
.50 .TI 1.05 38 
.50 .60 1.10 .35 

:ii 
1.12 
1.30 

~~ 

Target Price Range 
2016 2017 2018 I I  

next year. The 10-year agreement with flected in the recent price.-Total return po- 
a n  electric cooperative serving suburban tential to 2016-2018 is  about equal to the 
Baton Rouge begins in April of 2014. The utility average. 
pact will increase the utility’s load by Paul E. Debbas, CFA March 22, 2013 

80 
60 
50 
40 
30 
25 
20 
15 

erating sources: coal 8 lignite, 34%; gas 8 oil, 29%; petroleum 
coke, 23%: purchased, 14%. Fuel costs: 40% of revenues. ’11 re- 
ported deprec. rate (utility): 2.8%. Has 1,200 employees. Chairman: 
J. Patrick Ganett. President 8 CEO: Bruce A Williamson. Inc.: Lou- 
isiana. Address: 2030 Donahue Ferry Road, P.O. Box 5000, Pine- 
ville, LA 71361-5000. Tel.: 318-484-7400. Internet: www.cleco.com. 

more than 20%. Cleco hasn’t disclosed the 
effect of the contract on its annual income, 
but this is the main reason why we fore- 
cast a significant rise in  profits next year. 
Dividend growth is Cleco’s strong 
point. After a period of several years 
without a dividend hike, the board of 

LL.J LLII .&Id .LL< 

.225 .25 .25 .25 

.25 .28 .28 ,3125 
,3125 ,3125 ,3375 ,3375 
3375 

directors raised the  payout in 2010 once 
the com any’s earnings (and quality of 
earningsf improved. The board reviews the 
dividend every quarter, and has  boosted 
the disbursement four times in the past 
three years. However. . . 
This untimely but top-quality equity 
has a high valuation for a utility is- 
sue. The dividend yield is nearly one per- 
centage below the industry average, and 
the price-earnings ratio is above that  of 
the market. This valuation is due in par t  
to Cleco’s superior earnings and dividend 
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IK:!T 21,53 IBo 15,3(Med ian :1~)  Trailing: 16.4 RELATlM PIERATIO 0.91 (YE' 4.6%m 7 '  I 

' 

VI=.d I 
25.0 25.1 26.1 23.5 19.4 22.5 23.3 
19.3 20.3 21.1 14.9 11.9 17.6 18.0 

YIPIRE DISTRICT NYSE-EDE 

Price Gain Return 

istitution al Decisions I : I ,  

1.19 
1.28 1 1 1.28 1 ;:2: 1 1.28 1 1.28 
3.38 3.03 4.14 4.02 3.43 

13.06 13.43 13.48 13.65 13.58 14.59 
16.78 1 .11 17.37 17.60 19.76 22.57 

1.24 1.74 
7.1% 6.0% 5.2% 5.4% 6.4% 6.6% 

:APITAL SiRUCTURE as of 12/31/12 
otal Debt $716.3 mill. Due in 5 Yrs $50.9 mill. 
T Debt $691.6 mill. LT Interest $39.8 mill. 
nd. $4.4 mill. capitalized leases. 
LT interest eamed: 3.2~) 
.eases, Uncapitalized Annual rentals $.8 mill. 
'ension Assets42112 $160.2 mill. 

'fd Stock None 

:ommon Stock 42,535,367 shs. 
IS of 211113 

WRKET CAP $925 million (Small Cap) 

Obilg. $248.0 mill. 

STATISTICS 
2010 2011 
+6.1 -2.3 
2813 2865 
6.92 7.72 
1257 1392 
1199 1198 
53.2 52.0 
+.4 -1.5 

2012 
-3.2 

2913 
7.66 
1391 
1142 
52.2 
+.6 

:ked cav. % )  248 307 314 
4NNUAL RATES Past Past Est'd '10-'12 
ifchanaef~ershl 10Yn. 5Yn.  to'160'18 
!eveiiues ' -.5% -1.5% 4.0% 
CashFlow" 1.5% 3.0% 5.0% 

Earnings 2.0% 2.0% 5.5% 
lividends -2.5% -5.5% 3.5% 
3ook Value 1.5% 1.0% 2.5% _.. ~~~ 

Gal. QUARTERLY REVENUES (I mill.) FUII 
cndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 139.9 114.5 154.1 132.8 541.3 
2011 150.7 129.1 164.3 132.8 576.9 
2012 137.2 131.6 159.2 129.1 557.1 
2013 750 130 165 145 590 
2014 760 140 175 155 630 
Gal. W I N G S  PER SHARE A FUII 

endar M a r 3  Jun.30 Sep.30 Dec.31 Year 
2010 .22 .I8 .55 .20 1.17 
2011 .29 .22 50 .21 1.31 
2012 .23 .25 .60 .23 1.32 
2013 .26 .27 .65 .22 7.40 
2014 .30 .28 .65 .22 7.45 
Gal- QUARTERLY DMDENDS PAID E 1 t FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2009 .32 .32 .32 .32 1.28 
2010 .32 .32 .32 .32 1.28 
2011 .32 .32 .- _ _  .64 
2012 .25 .25 .25 .25 1.00 

0 13.67 14.59 15.25 13.04 13.02 13.74 
2.48 I 2.22 I 2.45 m 2 . 9 1  2.75 2.69 1 2.72 I 2.85 1 3.21 
1.29 .86 .92 1.41 1.09 1.17 1.18 1.17 1.31 
1.28 1.28 1.28 1.28 1.28 1.28 1.28 1.28 .64 
2.65 1.64 2.83 3.97 5.46 6.28 4.07 2.63 2.44 

15.17 14.76 15.08 15.49 16.04 15.56 15.75 15.82 16.53 
24.98 25.70 26.08 30.25 33.61 33.98 38.11 41.58 41.98 
15.8 24.8 24.5 15.9 21.7 17.3 14.3 16.8 15.8 
.90 1.31 1.30 .86 1.15 1.04 .95 1.07 .99 

6.3% I 6.0% I 5.7% I 5.7% I 5.4% I 6.3% I 7.6% I 6.5% I 3.1% 
325.5 I 325.5 1 386.2 I 413.5 I 490.2 I 518.2 I 497.2 I 541.3 I 576.9 

833.9 I 857.0 I 896.0 I 1031.0 I 1178.9 I 1342.8 I 1459.0 I 1519 1 I 1563.7 
5.7% 1 4.7% I 4.7% I 5.9% I 4.7% I 5.2% I 5.2% I 5.1% I 5.5% 
7.8% 5.8% 6.0% 8.5% 6.2% 7.5% 6.9% 7.2% 7.9% 
7.8% 5.8% 6.0% 8.510 6.2% 7.5% 6.9% 7.2% 7.9% 

99% NMF NMF 90% 117% 109% 109% 110% 49% 
.l% NMF NMF ,856 NMF NMF NMF NMF 4.1% 

Target Price Range 
2016 I2017 12018 

48 
40 
32 
24 
20 
16 
12 

8 
6 

STOCK mu MARITK' INDEX 
' 

1 yr. 12.6 13.4 I 
3yr. 37.6 40.2 - 
5yr. 30.7 64.7 1 

2012 2013 2014 "VALUEUNEPUB.LLC116-18 
16.75 

3.5% 3.0% 3.0% AFUDC X to Net Proffi 1.0% 
49.1% 50.5% 48.5% LongTerm Debt Ratio 49.0% 
50.9% 49.5% 51.5% Common Equity Ratio 5 t 0 %  
1409.4 1480 1530 Total Capital ($mill) 7725 
1657.6 1735 1820 Net Plant ( M I )  1925 

5.4% 5.0% 5.5% Return on Total Cap'l 6.0% 
7.8% 8.0% 8.0% Return on Shr. Equity 9.0% 
7.8% 8.0% 8.0% Return on Com Equity E 9.0% 
1.9% 2.5% 2.5% Retained to Com Eq 3.0% 
16% 71% 68% AIIDiv'ds toNetProf 68% 

ustrial. 15%: other. 12%. Generatino sources: coal. 48%: 
, I I 

BUSINESS The Empire District Electric Company supplies electri- 30%; it 
:ity to 167,000 customers in a 10,000 sq. mi. area in Missouri (89% gas, 25%; hydro, 1%; purchased, 26%. F u i  wsts: 35% of reve 
if '12 retail elec. revs.), Kansas (5%). Oklahoma (3%). & Arkansas nues. '12 reported deprec. rate: 2.9%. Has about 750 employees. 
[3%). Acquired Missouri Gas (43,000 customers) 6/06. Supplies Chairman: D. Randy Laney. President & CEO: Bradley P. Beecher. 
uater service (4,000 customers) and has a small fiber-optics opera- Inc.: KS. Address: 602 S. Joplin Ave.. P.O. Box 127, Joplin. MO 
5on. Electric revenue breakdown: residential, 43%; commercial, 648024127. Tel.: 417-625-51 00. Internet: www.empiredistrict.com, 

vance this year. The key factor will be Empire District Electric's settlement 
of its electric rate case was approved 
by the Missouri Public Service Com- 
mission. Base rates will rise by $27.5 mil- 
lion (6.8%), effective at the start of April. 
This is a "black box" settlement in which 
an allowed return on equity and a 
common-equity ratio were not disclosed. 
The utility had sought a n  electric rate in- 
crease of $30.7 million (7.6%) based on a 
return on equity of 10.6%. The key reasons 
for the filing were the  aftereffects of the 
tornado t h a t  hit Joplin, Missouri severely 
in May of 2011, and higher operating ex- 
penses. The only concessions Empire Dis- 
trict had to make were a $ 3  million 
(pretax) write-off, which will be taken in 
the current quarter, and a base rate  freeze 
through October 1, 2014. We will include 
the  write-off in our earnings presentation 
due to  its small size. 
Joplin continues to recover. The cus- 
tomer count there is down about 1,000 
from the pretornado level, but this has  
been offset partially by the addition of 600 
electric customers elsewhere in  Empire 
District's service area. 
We estimate that earnings will ad- 

the aforemekioned rate " order. Empire 
District also received a $450.000 water 
rate increase last November, so this will 
benefit the  utility for all of 2013. The re- 
covery in the  company's service area is an- 
other plus, as well. Our  $I.$O-a-share 
earnings estimate is near the upper end of 
Empire District's targeted range of $1.26- 
$1.43. 
We forecast further profit growth in 
2014. The rate agreement will be in place 
for the  entire year. Further recovery in 
Joplin is likely to occur, too. On the other 
hand, an equity offering is expected, which 
would lessen the increase in Empire Dis- 
trict's share net. We aren't estimating a 
dividend increase next year. but we aren't 
ruling one out, either. 
This equity's dividend yield is frac- 
tionally above the industry average. 
Although we project some dividend growth 
by 2016-2018, it probably won't be enough 
to lift the payout to its level before the  
board suspended i t  in 2011. Long-term to- 
tal return potential is only average for a 
utility. 
Paul E. Debbas, CFA March 22, 2015 - 

'12: $6.85/sh. (D) In mill. (E) Rate base: Company's Financial Strength B++ 
Deprec. orig. cost. Rate allowed on com. eq. in Stock's Price Stability 100 
MO in '10: none soecfied: eamed on avo. com. Price Growth Persistence 35 ..",, . . - .- --- .- . .. 
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2Q2012 392012 4W12 percent 15 ,  

3 ' ;:; $2 % :%:: :" 
Hld's(o00) 258528 289354 294106 
1997 1998 1999 2000 2001 2002 
12.26 24.72 27.19 31.31 26.88 40.83 
3.66 5.33 6.89 7.28 5.48 6.45 
1.94 1.95 2.50 2.69 2.84 2.54 
1.50 1.50 1.50 1.50 1.50 1.50 
.89 2.75 2.69 2.74 2.86 3.35 

18.07 18.77 19.63 20.72 24.86 23.92 
230.21 237.07 232.45 224.53 297.64 297.64 

11.8 15.4 11.3 9.2 10.9 13.0 
.68 .80 .&I .60 .56 .71 

6.6% 5.0% 5.3% 6.1% 4.8% 4.6% 

Gal- 
endar 
2010 
2011 
2012 
2013 
2014 
Gal- 

endar 
2010 
2011 
2012 
2013 
2014 
cai. 

CAPITAL STRUCTURE as of 12/31/12 
rota1 Debt $19147 mill. Due in 5 Yrs $9728.0 mill. 
LT Debt $15179 mill. 
Ind. $232 mill. capitalized leases. 
[LT interest earned: 2 . 5 ~ )  

LT Interest $922.0 mill. 

QUARTERLY REVENUES [I mill.) FUII 
Mar.31 Jun.30 Sep.30 Dec.31 Year 
3299 3128 3693 3219 13339 
3576 4060 4719 3903 16258 
3986 3757 4051 3500 15294 
3729 3671 4000 3500 74900 
3800 3700 4000 3500 15000 

EARNINGS PER SHARE A ~ ~ 1 1  
Mar.31 Jun.30 Sep.30 Dec.31 Year 

.59 .87 1.19 .61 3.25 
.15 .48 1.27 d.09 1.88 
.78 .52 1.05 d.23 2.13 
.47 .63 .85 7 5  2.71 
70 .60 .80 .75 2.8: 

QUARTERLY DIVIDENDS PAIDB. FUII 

Leases, Uncapitalized Annual rentals $210.0 mill. 
Pension Assets-1Ul2 $6.67 bill. 

Oblig. $8.98 bill. 
Pfd Stock None 

Common Stock 418,216,437 shs. 
as of 1/31/13 
MARKET CAP $18 billion (Large Cap) 

ELECTRIC OPERATING STATISTICS 
2010 2011 2012 
+5.6 +.l t3.5 

NA NA NA 
NA NA NA 
NA NA NA 
NA NA NA 

Nb.44 Nbll Nt4; 

2011 .55 .55 2.20 

1.28 

~~ ~ 

61.7 75.0 84.0 53.6 47.8 
47.8 I 57.8 1 41.2 1 35.3 1 33.6 

.. 

34% I 3.1% I 3.2% I 5.1% I 5.8% 
11501 I 12802 I 13627 I 12712 I 13339 

BUSINESS FirstEnergy Cop. is a holding company for Ohio 
Edison, Pennsylvania Power, Cleveland Electric, Toledo Edison. 
Metropolitan Edison. Penelec. Jersey Central Power 8 Light, West 
Penn Power, Potomac Edison. 8 Mon Power. Provides electric ser- 
vice to over 6 million customers in OH, PA. NJ, WV, MD, 8 NY. 
Acq'd Allegheny Energy 2/11, Electric revenue breakdown by ws- 

FirstEnergy is making changes to its 
balance sheet. The company is issuing 
$1.5 billion of debt at the parent level and 
retiring a similar amount at its nonregu- 
lated businesses. Market conditions for 
these operations are unfavorable, so hav- 
ing less debt is beneficial. The new debt 
has lower interest rates, but the company 
is incurring charges for the early retire- 
ment of debt, which we include in our 
presentation. (These charges cut share net 
by $0.18 in the first quarter.) Also, Fir- 
stEnergy plans to issue up to $300 million 
of common stock in late 2013, and it in- 
tends to sell its nonregulated hydro assets 
and transfer a nonregulated unit to one of 
its regulated utilities. The company would 
use these proceeds to  reduce debt. 
Jersey Central Power & Light has a 
rate case pending. The utility, which 
wants to  recover costs associated with 
Hurricane Sandy, is seeking a hike of $112 
million, based on an 11.5% return on equi- 
ty. However, JCP&L has been criticized 
for its performance following the hurri- 
cane. and even before then, it was ordered 
to  file a rate case after the state's Division 
of Rate Counsel charged that the utility 

Target Price Range 1 1 2016 I2017 12018 
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tomer dass not available. Generating sources: coal, 44%; nuclear, 
26%; purchased, 30%. Fuel costs: 43% of revs. '12 reported depr. 
rates: 2.1%-3.0%. Has 16,500 employees. Chairman: George M. 
Smart. President 8 CEO: Anthony J. Alexander. COO: Richard R. 
Grigg. Inc.: OH. Address: 76 South Main Street, Akron, OH 44308- 
1890. Tel.: 800736-3402. Internet: www.firslenerqycorp.com. 

was earning an excessive return on equity. 
This makes us more concerned than usual 
about the possibility of an unfavorable m1- 
ing. New rates likely won't take effect un- 
til the first half of 2014. 
We think earnings will be higher in 
2013 and 2014 than in 2012. Last year, 
several unusual items depressed the bot- 
tom line - most notably, a $0.91-a-share 
charge for an annual mark-to-market pen- 
sion accounting adjustment in the fourth 
quarter. Even so, earnings this year will 
likely be below the level of just three years 
ago due to  the reduced profitability of the 
nonregulated operations. 
In contrast to the strong performance 
of most utility issues, untimely First- 
Energy stock has risen just 2% this 
year. There are some things to be worried 
about, such as low prices in the power 
markets and the retail energy service busi- 
ness, along with the JCP&L rate case. 
Given this, and a lack of dividend growth, 
it's understandable that the yield is one of 
the highest in this industry. We think all 
but the most aggressive utility inves- 
tors should look elsewhere. 
Paul E. Debbas, CFA May 24, 2013 
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CAPITAL STRUCTURE as of 12/31/12 
Total Debt $3736.0 mill. Due in 5 Y n  $1380.4 mill. 
LT Debt $2756.8 mill. 
[LT interest earned: 2.8~) 

Leases, Uncapitalized Annual rentals $16.8 mill. 
Pension Assets-12/12 $666.4 mill. 

Pfd Stock $39.0 mill. Pfd Div'd $1.6 mill. 
390,000 shs. 3.80% to 4.50% (all $100 par & 
cum.), callable from $101 to 5103.70. 
Common Stock 153.552.798 shs. 
as of 2/26/13 
MARKET CAP $3.5 billion (Mid Cap) 

LT Interest $162.0 mill. 

Obllg. $1.13 bill. 

Gal. QUARTERLY REVENUES ($mill.) 
endar Mar31 Jun.30 Sep.30 Dec.31 
2010 506.9 552.0 728.8 467.8 
2011 492.9 565.1 773.7 486.3 
2012 479.7 603.6 746.2 480.4 
2013 500 600 800 500 
2014 525 625 825 525 
Gal- EARNINGS PER SHARE" 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2010 .15 .47 .96 d.04 
2011 .01 .31 .91 .01 
2012 d.07 .41 ,951 .03 
2013 .05 .45 .95 .05 

STATISTICS 
2010 2011 
+5.6 -1.7 
1429 1463 
5.89 6.11 

6272 6697 
5531 5690 
52.8 50.5 
c.2 - -  

FUII 
Year 

2255.5 
2318.0 
2309.9 
2400 
2500 

FUII 
Year 
1.53 
1.25 
1.35 
f.50 

2012 
-1.8 

1443 
6.23 

671 9 
5653 
49.6 
+.2 

ue to change in shs. or rounding. Next 
igs report due eatly May. (E) Div'ds his- 
ly paid in mid-Mar., June, Sept. B Dec. 
reinvest. plan avail. [C) Incl. intang. In 

'12: $8.4O/sh. (D) In mill. [E) Rate base: Fair 
value. Rate all'd on com. eq. in MO in '13: 
9.7%; in KS in '13: 9.5%; earned on avg. corn. 
eq., '12: 6.7%. Regulatory Climate: Average. 

2014 1 .05 .47 :" .05 1 
endar Mar.31 Jun.30 Se .30 Dec.31 
2009 ,2075 ,2075 .2075 2075 
2010 ,2075 ,2075 2075 ,2075 
2011 .2075 ,2075 ,2075 ,2125 
2012 ,2125 ,2125 ,2125 ,2175 
2013 9175 

Gal. QUARTERLY DMDENDS PAD 
1.55 
Full 
Year 
.83 
.83 

- 
- 

.a4 
.a6 

.70 .67 .75 .99 .87 1.23 1.07 .77 
6.0% 5.4% 5.5% 5.6% 5.5% 7.0% 5.0% 4.5% 

2149.5 2464.0 2604.9 2675.3 3267.1 1670.1 1965.0 2255.5 
159.0 178.8 164.2 127.6 159.2 119.5 135.6 211.7 

34.2% 24.1% 18.7% 27.0% 30.7% 34.5% 25.0% 31.7% 
1.8% 2.0% 2.1% 8.4% 10.6% 46.8% 57.0% 25.7% 

53.8% 44.8% 47.5% 30.6% 40.7% 49.7% 53.2% 50.2% 

BUSINESS: Great Plains Enemv Incornorated is a holdina m D a -  

!E!ATIVE 'E R A T D O  

22.1 
16.3 

2011 
17.03 
3.51 
1.25 
.84 

3.40 
21.74 

136.14 
16.1 
1.01 

4.1% 

2318.0 
174.4 

32.7% 
3.9% 

47.8% 
51.6% 
5741.2 
7053.5 

4.8% 
5.8% 
5.8% 
2.0% 
66% 

other. ! 

- 

- 
- 

- 

- 
- 

- 

- 

- 

22.8 Target Price Range 
19.5 I 1 I 1 2016 I2017 12018 

t6 I I  
%TOT. RETURN 2/13 

lHlS V L A R W  
SDCK INDEX 

1 yr. 15.0 13.4 
3yr. 39.4 48.2 

,. Generatina sources: coal. 75%: nuclear. 13%: aas & oil. ~~~ ~~~ ~ ~~ ~ 

ny for Kansas City Power & L i i h  and L o  other subsidiark kith 2%; And, 1%; purchsed. 9%. Fud costs: 29%'of r e i .  '12 re 
supply electricity to 825,000 customers in westem Missouri (71% of ported deprec. rate (utility): 3.0%. Has 3,100 employees. Chairman: 
revenues) and eastem Kansas (29%). Acq'd Aquila 7/08. Sold Stra- Michael J. Chesser. President & CEO: Terry Bassham. Inc.: Mis- 
tegic Energy (energy-marketing subsidiary) in '08. Electric revenue souri. Address: 1200 Main St., Kansas City, Missouri 64105. Tel.: 
breakdown: residential, 42%; commercial. 40%; indusbial, 9%; 8165562200. Internet: www.greatplainsenergy.com. 

Great Plains Energy's utility subsidi- 
aries have been granted rate orders in 
Missouri and Kansas. In Missouri, the 
utilities received tariff hikes totaling 
$115.3 million, based on a 9.7% return on 
a 52.3% common-equity ratio. In Kansas. 
the company got a rate increase of $33.2 
million, based on a 9.5% return on a 51.8% 
common-equity ratio. New tariffs took ef- 
fect at the start of the year in Kansas and 
in late January in Missouri. The rate relief 
was welcome, but the allowed ROEs were 
lowered from the previous lo%, and the 
utilities will still be affected by regulatory 
lag that will prevent them from earning 
their allowed ROEs. 
The rate increases point to higher 
earnings in 2013. Our estimate, which 
we have raised by $0.10 a share, to $1.50, 
is within management's targeted range of 
$1.44-$1.64 a share. 
We forecast modest profit growth in 
2014. Rate relief should be a plus. The 
rate hikes in Missouri didn't take effect 
until late January. Also. in late 2013, Kan- 
sas  City Power & Light will file a single- 
issue case in Kansas for construction work 
in progress for an environmental upgrade 

to the La Cygne coal-fired facility. An or- 
der is expected in the third quarter of 
2014. This $615 million project is expected 
to go into service in the second quarter of 
2015. The utility won't be able to obtain 
rate relief in Missouri until after the 
project is completed, however. 
The Wolf Creek nuclear unit remains 
a concern. It has had operating problems 
in recent years, including an unplanned 
outage in early 2012. Wolf Creek's operat- 
ing expenses are rising, and the facility is 
running under increased oversight by the 
Nuclear Regulatory Commission. In 201 3, 
the company expects to announce the re- 
sults of a request for proposals for Wolf 
Creek. This might well mean that an out- 
side operator is brought in to run the 
plant, or the company uses the services of 
a consultant. 
The stocks dividend yield is only 
average, for a utility. Total return po- 
tential t o  2016-2018 is also about equal to 
the industry norm. All told. given the con- 
cerns about Wolf Creek and the utilities' 
low earned ROEs, we think investors can 
do better elsewhere. 
Paul E. Debbas, CFA March 22, 2013 
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Company's Financial Strength E+ 
Stock's Price Stability 90 
Price Growth Persistence 5 

http://www.greatplainsenergy.com


SAFETY 2 Rac;ed1112112 

Icha e~aaes(mnr) '-TI,! *':.: 2p:.g 
Avg. I& Use (MViH 6352 6284 6119 
Avg.lnduStRm.perh($) 21.41 27.89 30.35 

CapatityalYearend peakload,wds$ ) $':: {::; :2gi 
hud Load F&fi 73,9 74,8 72,1 
% ~ h a n g e ~ u d o m a s / p q  +.5 +.3 +.5 

Fmed Charge Cov. (%] 

ofchange(persh) WYn. 5Yn. to'16.'18 
Revenues 3.0% 2.0% .5% 

ANNUAL RATES Past Past E f d  '10.'12 

3.01 3.23 3.35 3.08 3.33 3.52 3.54 3.09 3.22 3.19 3.01 
1.381 1.48 I 1.45 I 1.27 I 1.60 I 1.62 I 1.58 I 1.36 I 1.46 I 1.33 I 1.11 

BUSINESS: Hawaiian Eledric Industries, 
ny of Hawaiian Electric Company (HEC 
Bank (ASB). HECO 8 its subs., Maui Elec 
Electric Light Co. (HELCO). supply electri 
on Oahu, Maui, Molokai. Lanai, 8 Hawi 
systems are not interconnected. Disc. int 

Hawaiian Electric Industries' utilities 

which was approved the Hawaii 
commission. The utilities gave a little. 

have struck a re@llatoq agreement. 

1.22 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 
2.31 2.60 2.09 2.04 1.77 1.74 2.15 2.66 2.76 2.58 2.62 

12.77 12.87 13.16 12.72 13.06 14.21 14.36 15.01 15.02 13.44 15.29 
63.79 64.23 64.43 65.98 71.20 73.62 75.84 80.69 80.98 81.46 83.43 

"Cash Flow" -.5% - -  3.0% 
-.5x '.Ox "2:; E a rn i n g s 

Dividends _ _  _ _  
Bookvalue 2.0% 2.0% 4.5% 

(LT interest earned: 4.4~)  
Penslon Assets-12/12 $971.3 mill. 

Pfd Stock $34.3 mill. 
1.1 14,657 shs. 4%% to SA%, $20 par. can. $20 to 
$21; 120,000 shs. 7%%, $100 par. call. $100. 
Sinking fund ends 2018. 
Common Stock 98,101,019 shs. 
as of 217113 

Pfd Div'd $2.0 mill. 

and got a little. As a result,"the company 
wrote of $40 million of pretax costs ($0.25 
a share) in the fourth quarter of 2012, 

1.24 1 l. 1 1.24 1 3.12 1.92 
15.35 15.58 15.67 15.95 
90.52 92.52 94.69 96.04 
23.2 19.8 18.6 

Gal- QUARTERLY REVENUES (I mill.) ~ u l l  ' 

~ ~ ~ , 3 1  jun.30 sep.30 ~ ~ ~ ~ 3 1  Year 

2011 710.6 794.3 886.4 851.0 3242.3 
2012 814.9 8543 867.7 838.1 3375.0 
2013 ,950 850 900 850 3450 
2014 875 875 925 875 3550 
Gal- EARN~NGSPERSHAREA Full 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 ,29 ,31 ,35 ,26 1,21 
2011 ,30 ,28 ,50 ,36 1 . 4  
2012 ,40 ,40 .49 ,39 1.68 
2013 .do .do .45 .35 1.60 
2014 .40 .40 .48 .37 1.65 
Gal- QUARKRLYDMDENDSPA~DB. 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 

i:!: ::; ::; ::; ::; 1:;; 
2011 ,31 ,31 ,31 ,31 1.24 
2012 .31 .31 .31 .31 1.24 
2013 31 

2010 619.0 655.7 694.6 695.7 2665.0 

1.40 1.32 1.18 1.07 
5.0% 6.9% 5.5% 5.0% 

3218.9 2309.6 2665.0 3242.3 
922 84.9 115.4 140.1 

34.7% 34.1% 37.0% 35.1% 
14.2% 20.6% 7.4% 6.0% 
46.0% 48.0% 44.5% 44.9% 
52.7% 50.7% 54.3% 53.9% 
2635.2 2840.8 2732.9 2841.3 
2907.4 3088.6 3165.9 3334.5 
4.7% 4.3% 5.6% 6.2% 
6.5% 5.8% 7.6% 8.9% 
6.5% 5.8% 7.7% 9.0% 

93% 116% 82% 78% 
.5% NMF 1.4% 2.1% 

which w e  excluded from our presentation 
as a nonrecurring item. Hawaii Electric 

eral rate case. and won't file another ap- 
plication for three years, and Hawaiian 
Electric Company (HECO) will delay its 
next filing from mid-2013 to early 2014. 
On the positive side, from 2014 through 
2016, the additional revenues that HECO 
receives each year for higher expenses and 
capital spending will be implemented on 
January 1st instead of June 1st. 
It appears as if the company's streak 
of three straight years of earnings 
growth will come to an end this year. 
Three years might not sound like much to 
be excited about, but that's a lot better 
than the four straight years of declining 
profits that preceded it. There is not much 
growth a t  the utilities. The low interest- 
rate environment is challenging for the 

Light Company withdrew its pending gen- 

c. is the parent compa- rev. bv 
) 8 American Savings other. 
c Co. (MECO) 8 Hawaii costs: 

A) Dil. EPS. Exd. gains (losses) from disc. 
vs.: '00, (562); '01, (3611; '03. (52); '04, 22; 
35. (12); nonrec. gain (losses): '05. lit; '07, 

(92); '12. (251). Next earnings report due early 

y to 448,000 customers empls. 

May. (E) Di'ds historicaliy paid in early Mar., lowed on corn. eq. in '1 1: HECO, 10%; in '12: 
June, Sept., 8 Dec. 1 Div'd reinvest. plan avail. HELCO, 10%; in '12: MECO. 10%; earned on 
(C) Incl. intang. In '12: $9.67/sh. (D) In mill., avg. corn. eq.. '12: 10.3%. Regul. Climate: Avg. 
adj. for split. (E) Rate base: Orig. cost. Rate all (F) Exd. div'ds paid through reinvest. plan. 

Target Pr ice Rangi 
2016 I2017 1201e 

29.2 
23.7 I :% 1 I I 

'64 
48 
40 
32 
24 
20 
16 
12 

t6 I t  
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MIS V L m  
STOCK MDEX 

I 1 yr. 14.6 15.7 

2012 2013 2014 "VALUEUNEPUB.UC116-18 

- 
3yr. 43.4 43.2 1 
5yr. 52.7 73.0 tl 

34.46 34.65 3285 Revenues per sh 33.00 

1.68 1.60 1.65 Earningspersh A 200 
3.28 3.40 3.35 "Cash Flow" per sh 3.75 

1.24 1.24 1.24 Div'd Decl'd per sh 8.  1.40 
3.32 3.80 4.65 Cap'l Spending per sh 4.75 

16.28 16.85 18.05 BookValuepersh C 21.00 
97.93 99.50 108.00 Common Shs Outst'g 0 124.50 
15.8 BOW no ~lcf are Avg Ann'l PIE Ratio 13.5 
1.01 value"m Relative PIE Ratio .90 

:hairman: Jefiey N. Watanabe. Pres. & CEO: Constance 
Operating companies' H. Lau. Inc.: HI. Address: 900 Richards SI.. P.O. Box 730, 

lower sub. in '01. Elec Honolulu, HI 96808-0730. Tel.: 808-543-5662. Web: www.hei.com. 

4.7% I I Avg Ann'l Div'd Yield I 5.1% 
3375.0 1 3450 1 3550 [Revenues ISmilll I 4100 .. 
164.9 160 175 Net Proflt (Smilli 240 

35.9% 34.0% 33.0% Income Tax Rate 28.0% 
6.9% 7.0% 16.0% AFUDC X to Net Profit 27.0% 

45.7% 43.5% 43.5% Long-Term Debt Ratio 47.5% 
53.1% 55.5% 1 5 %  Common Equity Ratio 51.5% 
3001.0 3020 3510 Total Capital (fmlll) 5075 

6.7% 6.5% 6.M Return on Total Cap'l 6.0% 
10.1% 9.5% 9.1% Return on Shr. Equity 9.VL 
10.2% 9.5% 9.0% Return on Com Equity E 9.0% 
4.2% 2.0% 2.5% Retained to Corn Eq 2.5% 
59% 78% 75% AllDiv'dstoNetProf F 72% 

kdown: res'l, 31%; comm'l, 34%; large light 8 power, 34%; 
6. Generating sources: oil, 58%; purchased, 42%. Fuel 
1% of revs. '12 reported depr. rate (ulil.): 3.1%. Has 3,900 

3594.8 3795 4100 Net Plant (Omill) 5375 

American Savings Bank subsidiary be- 
cause this is squeezing its interest rate 
spread. And average shares outstanding 
are rising annually due to shares issued 
(about $45 million in common equity) for 
the dividend-reinvestment program. For 
the first time, management is providing 
earnings guidance, which is $1.58-1.68 a 
share for 2013. Our previous estimate of 
$1.70 a share was too high, so we have 
lowered it by a dime, to $1.60. We forecast 
just a partial profit recovery in 2014. 
The company has entered into a for- 
ward equity sale. HE1 sold 6.1 million 
shares (and had an overallotment option of 
up to 900.000 more) a t  $26.75 each. The 
shares will be likely be issued within the 
next 12 to 24 months. We are assuming a 
20 14 issuance. 
This untimely stocks dividend yield is 
about a percentage point above the 
utility average. The valuation reflects a 
long period without dividend growth. With 
the stock having underperformed most 
utility issues so far in 2013, 3- to 5-year to- 
tal return potential, though low, is now a 
cut above the industry norm. 
Paul E. Debbas. CFA Mav 3. 201.3 

_ I ,  

Company's Financial Strength B++ 
Stock's Price Stabllltv 90 
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toSd 69 80 72 
Rbr(0W) 35043 35050 35073 

'- 
5 

1997 I 1998 I 1999 I 2000 1 2001 I 2002 

46.4% 
1862.5 
2088.3 
3.7% 

1.86 

50.7% 50.0% 54.8% 51.1% 52.4% 49.8% 50.7% 
1987.8 2048.8 2052.8 2364.2 2485.9 2807.1 3020.4 
2209.5 2314.3 2419.1 2616.6 2758.2 2917.0 3161.4 
5.3% 4.5% 6.2% 4.7% 5.3% 5.7% 6.0% 

5.9% I 5.4% I 6.0% I 4.9% I 4.9% I 6.0% 
CAPITAL STRUCTURE as of 12/31/12 
Total Debt $1537.7 mill.Due in 5 Yrs $75.3 mill. 
LT Debt $1466.6 mill. LT Interest $79.0 mill. 
(LT interest earned: 3.5~) 

54.4% 
3045.2 
3406.6 
6.7% 

Pension Assets-12/12 $460.9 mill. 
Oblig. $767.7 mill. 54.5% 55.0% 55.0% CommonEquily Ratio 54.0% 

3225.4 3340 3550 Total Capital ($mill) 4105 

6.5% 6.0% 6.1% Return on Total C a d  5.5% 
3536.0 3820 4125 Net Plant ($mill) 519: pfd Slock None 

Common Stock 50,143,416 shs. 
as of 2/15/13 

MARKET CAP $2.4 billion (Mid Cap) 

ELECTRIC OPERATING STATlSTlCS 
2010 2011 2012 

2714 2973 3245 

3.50 4.12 3.87 4.58 4.11 4.27 5.07 5.23 
.96 1.90 1.75 2.35 1.86 2.18 2.64 2.95 
1.10 1.20 1.20 1.20 l.M 1.20 1.20 1.20 
3.89 4.73 4.53 5.16 6.39 5.19 5.26 6.85 
22.54 23.88 24.04 25.77 26.79 27.76 29.17 31.01 
38.34 42.22 42.66 43.63 45.06 46.92 47.90 49.41 
26.5 15.5 16.7 15.1 18.2 13.9 10.2 11.8 
1.51 .82 .89 .82 .97 .84 .68 .75 

4.2% 7.2% 6.2% 8.9% 6.8% 7.6% 8.9% 9.3% 
NMF 2.7% 1.3% 4.3% 2.4% 3.4% 4.8% 5.5% 
NMF 65% 80% 51% 64% 55% 46% 41% 

BUSINESS IDACORP, Inc. is the holding company lor Idaho 
Power, a utility that operates 17 hydroeledJic generation develop 
ments. 3 natural gas-fired plants, and partly owns three coal plants 
across Idaho, Oregon, Wyoming, and Nevada. Service territory 
covers 24,000 square miles with estimated population of one mil- 
lion. Sells electricity in Idaho (95% of revenues) and Oregon (5%). 
IDACORP's reported decent results in 
2012. The company's performance was bol- 
stered by rate increases related to the 
2011 Idaho general rate case and the 
Langley Gulch power plant settlement. 
Higher irrigation volumes (due to warmer 
weather) helped. as well. Meanwhile, 
Idaho Power's return on equity exceeded 
10.5%. which required the utility to share 
$21.8 million with Idaho customers (ac- 
cording to the 2011 settlement agreement 
with the Idaho Public Utilities Commis- 
sion). Moreover. the subsidiary did not use 
its accumulated deferred investment tax 
credits (ADITC) in 2012. Thus, the full 
amount will be available in 2013 and 2014, 
though, management only expects to use 
less than $5 million this year. Indeed, this 
may prompt the company to extend the 
agreement into 2015. 
Although IDACORP's guidance im- 
plies a bottom-line decline this year, 
performance will likely stabilize in 
2014. An improved economic outlook and 
the company's ability to use ADITCs will 
provide support. Thus, we think earnings 
will increase to $3.40 a share next year. 
In other news, the ComDanv is work- 

80 
60 
50 
40 
30 
25 
20 

I I I I I I 

Revenue breakdown: residential, 40%; commercial. 22%; industrial. 
14% other, 24%. Fuel sources: hydro, 45% thermal. 34%; pur- 
chased power, 21%. '12 depreciation rate: 2.4%. Has 2,067 em- 
ployees. Chairman: Gary G. Michael. President & CEO: J. LaMonl 
Keen. Incorporated: Idaho. Address: 1221 W. Idaho SI., Boise, ID. 
83702. Teleohone: 208-388-2200. Internet: w.idacominc.com. 

ing on an updated integrated re. 
source plan (IRP). Indeed, this report i: 
filed every two years. Adjustments to the 
2011 IRP will include more-moderate loac 
growth forecasts and changes in technol. 
ogy. the economy, and regulatory require 
ments. Management anticipates the 201: 
IRP will be available in June. Additional. 
ly, major infrastructure development 
projects-are under way, notably Gatewaj 
West and Boardman-to-Heminpay. 
IDACORP's dividend growth has been 
impressive of late. The board of director: 
has raised the dividend more than 25% 
since the fourth quarter of 2011. The com 
pany intends to increase the quarterlj 
payout an additional 10%. a t  least, in the 
December period. This will help achieve i 
targeted payout ratio of between 50% anc 
60% over the long term. Moreover. total 
return potential over the next 3 t o  5 year: 
is slightly higher than the industq 
median. That said, 
The stocks dividend yield of 3.19: 
remains below the utility average 
which may deter income-oriented in. 
vestors. 
Michelle Jensen Mav3. 20I3 2013 I .38 - "  

A] EPS diluted. Exd. nonrecurring gains his ally paid in eady March, late May, late mill. (E) Rate Base Net original cost. Rate al- Company's Financial Strength B+ 
loss): '00. 22&: '03. 26L: '05. 1240: '06. 17d. Aua.. and late Nov. = Div'd reinvestment Dlan lowed on corn. ea. in Idaho in '11: 9.5%-10.5%; 100 Stock's Price Stabilitv 
Igs.'may' noi  sum' to iota1 due to' rounding. avail t Shareholder investment plan avail.' (C) earned on avg. system corn. eq., '12: 9.6%. Price Growth Persistknce 70 

85 Jert earninqs report due early Auq. (B) Div'ds I lnd": 'deferred debits. In '12: $24.35/sh (D) In I Requlatw Climate: Above Average. I Earnings Predictability - .  . . .  , - . 
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IPNCE RECENT 30,34 I ~ T D  22,1 (Median:zz.o, Trailing: 28.9' OTTER TAIL CORP, N D Q - o ~ R  

Gal. 
endar 
2010 
2011 
2012 
2013 
2014 

endar 
2010 
2011 
2012 
2013 
2014 

endar 

2009 
2010 
2011 
2012 
2013 

Gal- 

tal. 

1.29 1.29 1.45 1.60 1.68 1.79 1.51 1.50 1.78 1.69 1.78 1.09 .71 .38 
.93 .96 .99 1.02 1.04 1.06 1.08 1.10 1.12 1.15 1.17 1.19 1.19 1.19 

1.79 1.23 1.37 1.85 2.17 2.95 1.97 1.72 2.04 2.35 5.43 7.51 4.95 2.38 

QUARTERLY REVENUES (I mill.) 
Mar.31 Jun.30 Sep.30 Dec.31 
262.2 270.2 280.7 306.0 
249.1 283.3 282.4 263.1 
219.9 211.4 215.3 212.6 
230 220 225 225 
240 250 250 260 

Mar.31 Jun.30 Sep.30 Dec.31 
. I3  .04 .16 .05 
.14 .14 2 0  d.02 
2 8  .19 .13 .47 
.30 .30 .30 .40 
.32 .33 .35 .45 

Mar.31 Jun.30 Sep.30 Dec.31 
298 298 ,298 ,298 
,298 ,298 ,298 ,298 
298 ,298 ,298 .298 
,298 ,298 ,298 ,298 
-298 

EARNINGS PER SHARE' 

QUARTERLY DMDENDS PAID 8. 

8.96 9.47 10.30 10.87 11.33 12.25 12.98 14.81 15.80 16.67 17.55 19.14 18.78 17.57 
23.46 23.76 23.05 23.85 24.65 25.59 25.72 28.98 29.40 29.52 29.85 35.38 35.81 36.00 
12.8 14.4 13.9 13.5 16.4 16.0 17.8 17.3 15.4 17.3 19.0 30.1 31.2 NMF 
.74 .75 .79 .BB .&I .87 1.01 .91 A2 .93 1.01 1.81 2.08 NMF 

A) Diluted earnings. Exd. nonrewmng gains 

iains (losses) from discont operations: '04.82; 
15, 332; '06, 1$; '11, ($1.11); '12, ($1.22). 

losses): '98, 72; '99, Mt; '10, (44p); '11.26$; 

5.6% I 5.2% I 4.9% I 4.7% I 3.8% I 3.7% 4.0% 4.2% 4.1% 3.9% 3.5% 3.6% 5.4% 5.7% 
CAPITAL STRUCTURE as of 12/31/12 753.2 882.3 1046.4 1105.0 1238.9 1311.2 1039.5 1119.1 
Total Debt $421.9 mill. Due In 5 YK $139.0 mill. 

(LT interest earned: 2 .3~)  
LTDebt$421.7mill. LTlnterest$32.0mill. 27.4% 29.8% 3.6% 34,8% a,1% 30.0% _ -  

Earnings may not sum due to rounding. Nexl 

cally paid in early March, June, Sept., and Dec 

tangibles. In '12: $1.47/sh. (D] In mill., adj. for Company's Financial Strength E t  
75 

age; SD. Above Average. Price Growth Persistence 25 
Div'd reinvestment plan avail. (C) Ind. in- Earninas Predictabilitv 60 

earnings yport due in May. (B) Dtv'ds histon- split. (E] Regulatory Climate: MN. ND, Aver- Stock's Price Stability 

Leases, Uncapitalized Annual rentals $8 mill. 
Pension Assets-12/12 $191.0 mill. Oblig. $275.6 
mill. 
Pfd Stock $15.5 mil. 
155,000 shs. $3.6066.75, cum., no par ($100 liqui- 
dating value). 
Common Stock 36.169.488 shs. 
as of 2/15/13 
MARKET CAP $1.1 billion (Mid Cap) 

Pfd Div'd $.7 mill. 

ELECTRIC OPERATING STATISTICS 
2010 

t.4 
NA 
NA 
NA 
NA 
NA 
NA 

2011 
+.6 
NA 
NA 
NA 
NA 
NA 
NA 

2012 
-1.1 
NA 
NA 
NA 
NA 
NA 
NA 

F A  Chap COV. ('A] 89 146 257 
ANNUAL RATES Past Past Est'd '10-'12 
ofchange(persh) 10Yn. 5Yn. to'lS.'ll 
Revenues 1.0% -6.0% 4.5% 
Cash Flow" -2.5% -5.5% 17.5% 

E a rn i n g s -9.5% -18.5% 20.0% 
Dividends 1.5% .5% 1.5% 
Book Value 3.5% -1.0% 2.0% 

5.0% 2.4% 1.7% 1.9% 4.2% 6.1% 4.0% .6% 
43.2% 37.1% 35.0% 33.5% 38.9% 32.9% 38.8% 40.2% 
54.3% 60.7% 62.9% 64.5% 59.4% 65.6% 59.8% 58.4% 
614.6 706.5 738.2 763.0 882.1 1032.5 1124.4 1083.3 ~~~ ~ 

- 633.3 682.1 697.1 718.6 854.0 1037.6 1098.6 1108.7 
7.8% 6.8% 8.3% 7.7% 7.2% 4.3% 3.4% 2.7% 

11.4% 9.0% 11.0% 10.0% 10.0% 5.1% 3.8% 2.1% 
11.7% 9.1% 11.2% 10.2% 10.2% 5.1% 3.8% 2.0% 
3.2% 2.5% 4.2% 3.3% 3.5% NMF NMF NMF 
73% 73% 63% 68% 66% 108% NMF NMF 

I I I I I I 

BUSINESS: Otter Tail Corporation is the parent of Otter Tail Power 
Company, which supplies electricity to over 129,000 customers in 
Minnesota (49% of retail elec. revs.). North Dakota (42%), and 
South Dakota (9%). Electric rev. breakdown, '12: residential, 33%; 
commercial & farms, 36%; industrial, 25%; other, 6%. Fuel costs: 
13.4% of revenues. Has otterations in manufacturina. olastics. 

Otter  Tail Corporation reported im- 
pressive bottom-line improvement for 
full-year 2012, but the results alone 
don't tell the whole story. Share earn- 
ings from continuing operations of $1.05 
advanced from the 2011 level. However, 
this excludes a loss from discontinued OD- 
erations of $1.22 a share. Including th'is 
results in a share net loss of $0.17 for 
2012. The company's latest annual report 

RELATIVE -- 
2011 

29.86 
2.36 

4 5  
1.19 
2.04 

15.83 
36.10 
47.5 
2.98 

5.6% 
1077.9 

16.4 
14.5% 
3.8% 

44.6% 
54.0% 
1058.9 
1077.5 

3.2% 
2.8% 
2.7% 
NMF 
NMF 

- 

- 

- 
- 

- 
- 
- 

- 

Target Price Rangr 
2016 I2017 12018 

48 
40 
32 
24 
20 
16 
12 

yr. 43.0 13.4 
yr. 69.9 48.2 

I I I I 
heallh services, food ingredients, 8 others. 2012 depr. rate: 3.5%. 
Has 2,286 employees. Off. and dir. own 1.5% of common stock; 
Cascade Investment, LLC, 9.6%; BlackRock, Inc., 5.7% (Z13 
Proxy). CEO: Edward Mclntyre. Inc.: MN. Addr.: 215 South Cas- 
cade St.. P.O. Box 496, Fergus Falls, Minnesota 565364496. Tele- 
phone: 866-410-8780. Internet: www.ottertail.com. 

tially all of the assets of this waterfront 
equipment manufacturing business to 
High Street Capital. This follows several 
other divestitures in recent times. These 
moves should allow the company to lower 
its risk profile and increase focus on op- 
portunities in the Electric segment, which 
ought to deliver more predictable growth. 
Otter Tail continues to invest in transmis- 
sion projects and environmental upgrades 
that should generate significant growth for 
t :his unit in the coming years. 
rhis stock is favorably r anked  for 
fear-ahead relative pr ice  perform- 
ance. Looking further out, we project 
iigher revenues and share earnings for 
:he company by 2016-2018. However, 
nuch of this appears to be reflected in the 
mecent quotation, and appreciation poten- 
:ial is below the Value Line median. This 
:ouitv does offer a solid dividend. The cash 

~ ~~~ 

pdsitlon has improved somewhat since our 
last review. Still, the payout has not been 
covered by earnings in recent years, and 
the dividends-to-net-profits ratio will prob- 

in the current year. 
ably remain higher than we would prefer 

Michael NaDoli. CFA March 22. 2013 

0 2013 Value LIW PuYshi UC AI n hts reserved Fauual mafenal is obtained Irm sources Weved lo be rellable and IS provlded wthwt wauanues d any kind 
THE PUBLISHER IS NOT R&ONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN Thts pubficaOM IS Ynctly Io( wbscnbas own mnarmmscial internal use No parl 
of n may be reproduced resdd slued a uansmmd in any pnted. demonic a aha lorn or used la generarmg a rnahettng any pmnted 01 decumtc puMcabon service M podun 

http://www.ottertail.com


8 IL I9,I (EZ!:!)Kf& I.IO1\LD 4.9%= 
Target Price Range 3 0 7  296 18.7 1 9 8  2 0 8  2 0 5  227 

242 1 5 3  101 151 1 6 8  181 1 8 8  2016 I2017 12018 

0 0 0 1 0 0 0 0 0  
lnstltutlonal Decisions 

Pepco Holdings, Inc. (PHI) was formed on 
August I, 2002, upon the merger of Pot@ 
mac Electric Power Co. (PEPCO) and Con- 
ectiv. In the $2.2 billion deal, PEPCO com- 
mon stockholders received one common 
share in PHI for each of their shares, and 
Conectiv investors exchanged each of their 
common shares for $25 worth of PHI stock 
and cash, prorated 50/50. 

CAPITAL STRUCTURE as of 3/31/13 
Total Debt 55508 mill. Due in 5 Y n  $1784 mill. 
LT Debt $3898 mill. 
(LT interest earned: 3.7~) 

Pension Assets-12/12 52.0 bill. Oblig. 82.5 bill 

Pfd Stock None 

LT Interest 5250 mill. 

Common Stock 248,581,877 shs 
as of 4/24/13 

MARKET CAP: $5.5 billion (Lame Cad 

ELECTRIC OPERATING STATISTICS 
2010 
+4.1 

11253 
NA 
NA 
NA 
NA 

+1.1 

2011 
-2.8 

10836 
NA 
NA 
NA 
NA 
+.7 

2012 
NA 

10451 
NA 
NA 
NA 
NA 
+.3 

FuedChqeCOV.(X) 
ANNUAL RATES 
of change (per sh) 
Revenues 
Cash Flow” 

Earnings 
Dividends 
Book Value 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 1819 1636 2067 1517 
2011 1634 1409 1643 1234 
2012 1292 1179 1476 1134 
2013 1226 7300 7600 7274 5400 
2014 7300 1500 1700 1300 5800 
cai. EARNINGS PER SHARE AF FUII 

2009 
2010 
2011 
2012 
2013 

.27 

.27 

I I I 

42.33 38.35 42.49 43.57 

y: 1 1 3.67 1 
y.4 1.35 1.46 1.49 1.33 

3.48 2.75 2.46 2.47 

171.77 188.33 189.82 191.93 
13.4 13.6 14.9 18.1 

1.00 

17.48 17.87 18.~1 18.82 

296.5 400.0 235.0 276.0 257.0 285.0 290 330 Net PIoR(fmill) 430 
39.3% 29.6% 31.9% 18.8% 37.2% 35.4% 35.0% 35.0% IncomeTaxRate 35.0% - . - - -. - - - - - -  Nil Nil AFUDC % toNet Profit Nil 
54.1% 56.2% 53.8% 49.0% 49.1% 47.3% 46.0% 47.5% Lona-Term Debt Ratio 50.0% 
45.9% 43.8% 46.2% 51.0% 50.9% 52.7% 54.0% 525% Conkon Equity Ratio 50.0% 
8753.0 9568.0 9203.0 8292.0 8516.0 8432.0 8750 9300 Total Capital ($mill) 70880 
7876.7 8314.0 8863.0 7673.0 8220.0 8846.0 9600 70000 Net Plant ($mill) 77000 

5.1% 5.8% 4.5% 5.1% 4.5% 4.5% 4.5% 5.0% Return on Total Cap’l 6.0% 
7.4% 9.5% 5.5% 6.5% 5.9% 6.4% 6.0% 6.5% Return on Shr.Equity 8.0% 
7.4% 9.5% 5.5% 6.5% 5.9% 6.4% 6.0% 6.5% Return on Com Equity E 8.0% 
2.3% 4.2% NMF .E% .3% .8% .5% 1.0% Retained toCom Eq 2.5% 
68% 56% 101% 87% 95% 87% 93% 86% AllDiv’ds toNetProf 69% 

BUSINESS Pepco Holdings, Inc. consists mainly of three electric 
utility subsidiaries: Potomac Electric Power Co., serving Washing- 
ton, D.C. and adjoining areas of Maryland; Delmarva Power, which 
serves the peninsula area of Delaware, Maryland and Virginia; and 
Atlantic City Electric, serving southem New Jersey. In July 2010, 
Pepco sold competitive energy business (Conectiv Energy) to Cab 

Pepco Holdings’ first-quarter results 
came in below our expectations. The 
Washington, DC-based utility reported 
earnings of $0.24 a share during the peri- 
od, versus our estimate of $0.30 (figure ex- 
cludes one-time charges related to cross 
border lease investments). The miss can be 
attributed to higher-than-expected O&M 
expense stemming from increased storm 
costs and expenses related to  the FERC’s 
order to abandon MAPP. Due to the soft 
quarterly showing. we have lowered our 
2013 earnings estimate by $0.15 a share, 
to  $1.15. Our tar et sits a t  the higher end 
of management’s $1.05-$1.20 guidance. 
Regulatory relief has been limited in 
recent quarters, but help could be on 
the way. Pepco continues to pursue initia- 
tives aimed at reducing regulatory lag in median. Based on the steady earnings 
each of its jurisdictions. Given the compa- stream we project for 2013 and 2014, the 
ny’s plans to continue to invest extensively payout appears well covered for the 
in its electric system over the next five foreseeable future. 
years, i t  is critical for Pepco to ensure The stock is ranked 3 (Average) for 
timely and reasonable cost recovery Timeliness. In our view, Pepco represents 
through constructive regulatory outcomes. a solid play for income and relative 
While little relief has been gained in stability. By utility standards, total return 
recent quarters, the company has several 
cases pending that could help the cause. May 24, 2013 
j reinvest. plan. (C) Incl. defd chgs: ‘12, (‘06Del.); NJ: 10.3% (‘10-ACE); Earned on ‘12 Company’s Financial Strength 
111. or 820.871sh. (D) In mill. (E) Rate ai- avg. corn. eq., 6.4%. Reg. Clirn.: Avg. (F) Qtrly Stock‘s Price Stability 

potential to 2016-2018 is above average. 
Michael Ratty 

B 
95 
25 

irval: DC- 9.6% rlO-Peo I: DEL: 10.0% Earninas Predictabilitv 70 
in MD: 9.83% (‘10-Pepco). 10.0% (‘09- egs. may not add due to chng. in shs. Price Growth Persistence 

pine C o p  Electricity customers: 1.8 million; gas wstomers: 
125,000. Electridty breakdown: residential, 40%; commercial, 41%; 
other, 19%. 2012 depreciation rate: 2.5%. Has approximately 5,040 
employees as of 12/31/12. Chnnn., Pres. 8 CEO: Joseph M. Rigby. 
Inc: DE. Address: 701 Ninth Street, N.W., Wash., D.C. 20068. Tel- 
ephone.: 202-872-2000. Internet: www.pepcoholdings.cornom. 

The company filed rate cases in Dela- 
ware and Maryland. On March 22nd, 
Delmarva Power filed an electric distribu- 
tion rate case seeking an increase of $42 
million, based on a requested return on 
equity of 10.25%. As permitted by Dela- 
ware law, an interim rate increase of $2.5 
million will be implemented on June 1st 
subject to refund, with a decision on the 
case expected in the fourth quarter, 2013. 
A week later, DelmaIva filed for another 
rate increase in Maryland, seeking $23 
million, on a requested 10.25% ROE. 
An above-average dividend yield 
remains a key draw for investors 
seeking income. Shares of Pepco are cur- 
rently yielding 4.9%, more than one full 
percentage poi-nt above the utility 3.8% 
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+.4 +.e +I .3 

FaedChargecaV.(X) 296 308 397 
ANNUALRATES Past Past Est,d,10-,12 
ofhange@erh) 1,,yrS, syn, t o ~ 1 ~ ~ 1 8  
Revenues -3.5% -2.0% 2.5% 
"Cash Flovt -5% -2.0% 4.0% 

4.0% 2:;; Earnings 
Dividends 
Book Value 2.0% - -  3.5% 

_ _  

QUARTERLY REVENUES ($ mill ) 
~ ~ ~ ~ 3 1  J ~ ~ . ~ o  sep.30 ~ ~ c . 3 1  ::A; 

2010 620,3 820,6 1139,1 683,6 3263,6 
2011 79g.8 1124,8 667.9 3241.4 
2012 620.6 878.6 1109.5 693.1 3301.8 
2013 650 875 1175 725 3425 
2014 675 900 f2m 750 3525 
Gal- ~ I ~ ~ S ~ E R S H ~ E A  Full 

~ ~ ~ . 3 1  jun.30 sep.30 D ~ ~ . ~ I  Year 
2010 ,07 ,83 2,08 ,06 3,08 
2 0 1 ~  d.15 .78 2.24 ,11 2.99 
2012 d.07 1.12 2.21 2 4  3.50 
2013 Nil 1.05 2.35 . io 3.50 
2014 Nil 1.10 2.45 .io 3.65 

Q U ~ T E ~ Y D M D E N D S P ~ D E .  Full ~ 

endar ~ ~ ~ . 3 1  J,,,,~o sep.30 ~ ~ ~ 3 1  year 

i:yi 1;;; :;;: ;:;: 
2011 .525 ,525 ,525 ,525 2.10 
2012 ,525 ,525 ,525 ,545 2.12 
2013 ,545 

3 :"5"8 

CAPITAL STRU 

subsidiary in '10. Electtic revenue breakdown: residential, 47%; 85072-3999. Tel.: 602-250-1000. Internet: w.pinnaclewest.com. 

Pinnacle West's utility subsidiary in the midst of a $502 million program to 
hopes to complete an asset acquisi- add 118 mw of solar capacity. Note that 
tion in mid-2013. Arizona Public Service we will not adjust our estimates and pro- 
(APS) is purchasing units 4 and 5 of the jections to reflect the Four Corners acqui- 
Four Comers coal-fired plant. This would sition until after it has been completed. 
add 739 megawatts of capacity. The cost Our dividend figures in the statistical 
(assuming a mid-2013 closing) is esti- array require an explanation. There 
mated a t  $253 million, and the utility were five declarations in 2012 because one 
would have to spend another $300 million was shifted from January to December. 
on environmental upgrades. APS would re- We assume only three declarations in 
tire Four Corners 1, 2. and 3 (560 mw), 2013, including a raise of $0.02 a share 
thereby avoiding $600 million in environ- (3.7%) in the quarterly payout in the 
mental spending that would have been fourth period, which is in line with the 
needed to keep these three units running. company's goal for dividend growth. 
The holdup in the deal is a pending sale of We have raised the company's Finan- 
the coal mine used to supply the plant. For cial Strength rating and the stocks 
the transaction to be completed, APS must Safety rank a notch each, to A and 1 
obtain a contract with the new owner, once (Highest), respectively. The fixed- 
the mine sale closes. charge coverage and common-equity ratio 
we estimate flat earnings this year, are well above the industry norms. Also, 
but an uptick in 2014. In 2013, the corn- the utility is earning near its allowed re- 
parison with a strong 2012 showing will be turn on equity. 
difficult. Our profit estimate is within This stocks dividend yield is equal to 
management's targeted range of $3.45- the utility average. With the recent 
$3.60 a share. Next year, we expect the price near the upper end of our 2016-2018 
utility to benefit from its usual revenue Target Price Range, long-term total return 
adjustments for transmission spending potential is low. 
and renewable energy investments. APS is Paul E. Debbas, CFA Mav3.  2013 

3.18 3.35 3.68 2.53 2.52 2.58 2.24 3.17 2.96 2.12 2.26 3.08 2.99 3.50 3.50 3.65EarningspershA 
1.33 1.43 1.53 1.63 1.73 1.83 1.93 2.03 2.10 2.10 2.10 2.10 2.10 2.67 f.66 228 Div'dDecl'dpersh 8.  

4.05 7.76 12.27 9.81 7.60 5.86 6.39 7.59 9.37 9.46 7.64 7.03 8.26 8.24 8.25 9.65 CaD'lSDendinaDersh 

A) Diluted EPS. Exd nonrec. losses: '02, 77$; 
19, $1.45; exd. gains (losses) from disc. ops.: 
IO. 22$; '05. (36$); '06. lo$; '08, 28$; '09, 
l3$); '10, We; '11. lo$; '12, (5$). '10 EPS 

26.00 28.09 29.46 29.44 31.00 32.14 34.57 34.48 35.15 34.16 32.69 33.86 34.98 36.20 37.25 I 38.45 BookValuepw;hc 
84.83 84.83 84.83 91.26 91.29 91.79 99.08 99.96 100.49 100.89 101.43 108.77 109.25 109.74 lfI.00 I f1200 Common ShsOutst'g 
11.9 11.3 12.0 14.4 14.0 15.8 19.2 13.7 14.9 16.1 13.7 12.6 14.6 14.3 Eddf iahsam Avo Ann'lPIERatio 

don't add due to change in shares, '11 due to Ind. deferred charges. In '12: $11.92/sh. Company's Financial Strength 

(8) DiN'ds historica!ly paid in early Mar.. June. lowed on corn. eq. in '12: 10%; earned on avg. Price Growth Persistence 

C A 
100 
45 

Sept. and Dec. Div'd reinvestment plan avail. corn. eq.. '12 9.9%. Regulatory Climate: Avg. Earnings Predictability 65 

rounding. Nexl earnings report due early Aug. ID] In mill. (E) Rate base: Fair value. Rate al- Stock's Prlce Stability 

notes. 
(LT interest earned: 4.1~) 
Leases, Uncapitalied Annual rentals $21.0 mill. 
Pension Assets-Wl2 $2.08 bill. 

Pfd Stock None 

ELECTRIC OPERATING STATISTICS 

L 16-18 
34.25 
9.50 
4.25 
2.60 
9.25 

4250 
lf5.00 

12.5 
.85 

4.8% 
3950 
480 

35.0% 

40.5% 
59.5% 

8250 
12950 
7.0% 

10.0% 
10.0% 
3.5% 
62% 

- 

- 
- 

- 
__ 

aox - 

- 

- 
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On April 3,2006, Portland General Electric's 

92.0 64.0 71.0 145.0 87.0 95.0 125.0 147.0 141.0 145 150 Net Profit($mill) I65 
37.0% 40.2% 33.6% 33.8% 28.7% 28.8% 30.5% 28.3% 31.4% 30.0% 30.0% IncomeTax Rate 30.0% 
9.8% 18.8% 33.8% 17.9% 17.2% 31.6% 17.6% 5.4% 7.1% 120% 9.0% AFUDC# to Netprofit 5.0% 

41.1% 42.3% 43.4% 49.9% 46.2% 50.3% 53.0% 49.6% 47.1% 49.0.X 50.0% Lona-Term Debt Ratio 48.0% 

existing stock (which was owned by Enron) 
was canceled, and 62.5 million shares were 
issued to Enron's creditors or the Disputed 
Claims Reserve (DCR). The stock began 
trading on a when-issued basis that day, 
and regular trading began on April 10,2006. 
Shares issued to the DCR were released 
over time to Enron's creditors until all of the 
remaining shares were released in June, 
70117 

endar 
2009 
2010 
2011 
2012 
2013 

--". . 
CAPITAL STRUCTURE as of 12/31/12 
Total Debt $1653.0 mill. Due In 5 Yrs $312.0 mill. 
LT Debt $1536.0 mill. 
(LT interest earned: 2 . 8 ~ )  
Leases, Uncapitalized Annual rentals $9.0 mill. 

Pension Assets-12/12 $537.0 mill. 

FVd Stock None 

Common Stock 75,557,037 shs. 
as of UIWl3 

MARKET CAP: $2.4 billion (Mid Cap) 

ELECTRIC OPERATING STATISTICS 

LT Interest $89.0 mill. 

Oblig. $728.0 mill. 

201 0 
-3.1 

15051 
5.50 
NA 

3582 
NA 
+.5 

Mar.31 Jun.30 Sep.30 Dec.31 Year 
,245 ,245 .255 ,255 1.00 
,255 ,255 2 6  .26 1.03 
.26 .26 ,265 ,265 1.05 
.265 ,265 .27 27 1.07 
.27 .27 

2011 
+3.3 

16573 
5.44 
NA 

3555 
NA 
+.2 

A) Diluted EPS. '10 EPS don't add due to 
ounding. Next earnings report due early Aug. 
B) Div'ds paid mid-Jan., Apr.. July, and Oct. 
liv'd reinvestment plan avail. t Shareholder in- 

2012 
-.8 

16409 
5.26 
NA 

3597 
NA 
+.7 

ves in 

o r i~  in 

F A  charge b. (rl 224 273 270 
ANNUAL RATES Past Past Est'd '10-'12 
ofchange(persh) 1OYn. 5Yn. to'Ib'18 
Revenues _ -  -1.0% 20% 
"Cash Flow" _ _  .5% 4.0% 

BUSINESS: Portland General Electric Company (PGE) provides 17%; gas, 14%; hydro, 9%; wind, 5%; purchased, 55%. Fuel costs: 
electricity to 830,000 customers in 52 cities in a 4,000-squaremile 42% of revenues. '12 reported depreciation rate: 3.8%. Has 2,600 
area of Oregon, induding Portland and Salem. The company is in employees. Chairman: Corbin A. McNeill, Jr. Chief Executive Of- 
the process of decommissioning the Trojan nuclear plant, which it ficer and President: Jim Piro. Incorporated: Oregon. Address: 121 
dosed in 1993. Electric revenue breakdown: residential, 48%; com- SW Salmon Street, Portland, Oregon 97204. Telephone: 503-464- 
mercial, 34% industrial, 13%; other, 5%. Generating swrces: coal. 8000. Internet www.portlandgeneral.com. 

Portland General Electric has filed a 
rate case. The utility is seeking a rate in- 
crease of $105 million (6%), based on a 
10% return on a 50% common-equity ratio. 
PGE is trying to place capital spending 
into the rate base and recover higher ex- 
penses. An order is expected by yearend, 
with new tariffs taking effect a t  the start 
of 2014. 
The utility plans to build a generating 
plant. Port Westward Unit 2 would add 
220 me awatts of capacity a t  a projected 
cost of $300 million-$310 million. The fa- 
cility would likely begin commercial opera- 
tion in the first quarter of 2015. This 
project represented the winning bid follow- 
ing a request for proposals (RFP). 
Two other RFPs are pending. One is 
for base-load generating capacity, and the 
other is for renewable generation. The 
winning bidder in each of these RFPs is 
expected in mid-2013. PGE will have to 
add some debt for Port Westward 2, but 
probably won't have to issue any common 
equity unless it wins one or both of the 
other RFPs. 
We look for earnings growth in 2013 
and 2014. This year, we base our estimate 

on modest load growth, a slight decline in 
depreciation expense, and an increase in 
the Allowance for Funds Used During 
Construction, a noncash credit to income. 
Our estimate is within the company's tar- 
geted range of $1.85-$2.00 a share. We as- 
sume reasonable regulatory treatment in 
our 2014 profit forecast of $2.00 a share. 
We think the board of directors will 
increase the dividend this quarter. We 
are estimating a one-cent-a-share (3.7%) 
raise in the quarterly payout, but wouldn't 
be surprised if the increase was half of 
that, as it was in each of the past three 
years. 
Construction of a transmission line is 
under consideration. PGE is in discus- 
sions with various parties about a line 
that would probably cost a t  least $800 mil- 
lion. (The company would have a majority 
stake in the project.) Construction 
wouldn't begin before 2017. 
We consider this stock expensively 
priced. Its yield, even reflecting the esti- 
mated dividend boost, is unexciting by 
utility standards. And the recent price is 
above our 2016-2018 Target Price Range. 
Paul E. Debbas, CFA May 3, 201.2 

lent plan avail. (C) Ind. deferred charges. '12' 8.2%. Regulatov Climate: Below Average. Company's Financial Strength 
: S6.931sh. (D) In mill. (E) Rate base: Net (F) Summer peak in '12. (G) '05 per-share data Stock's Price Stability 
al cost. Rate allowed on common equity are pro forma, based on shares outstandinq Price Growth Persistence 

B+t 
100 

55 
: 10.0%; earned on average com. eq:. I when the stock began trading in '06. 
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Cat. QUARTERLY REVENUES (mill.) 
endar Mar.31 Jun.30 Sep.30 Dec.31 
2010 4157 4208 5320 3771 
2011 4012 4521 5428 3696 
2012 3604 4181 5049 3703 
2013 3897 4300 5400 3903 
2014 4100 4450 5600 4100 
Gal- EARNINGS PER SHARE A 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2010 .60 .62 .98 .18 
2011 .49 .70 1.06 .30 
2012 .42 .71 1.11 .43 
2013 .47 .68 1.15 .40 
2014 .SO .75 1.20 .40 
Gal- QUARTERLY DMDENDS PAlD t 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2009 .42 ,4375 ,4375 ,4375 
2010 .4375 ,455 ,455 ,455 
2011 ,455 ,4725 ,4725 ,4725 
2012 .4725 .49 .49 .49 
2013 .49 ,5075 

~ ~ 1 1  
Year 

17456 
17657 
16537 
17500 
18250 

FUII 
Year 
2.36 
2.55 
2.67 
2.70 
2.85 
FUII 
Year 
1.73 
1.80 
1.87 
1.94 

A) Diluted earnings. Exd. nonrecurring gain 
losses): '03. 6$; '09, (25C); '13, (38C). 10 EPS 
lon't add due to change in shares. Next earn- 
Igs report due late July. (6) Div'ds historically 

pail 
Div 

ve? In 

n early Mar., June, Sept., and Dec. 
reinvestment plan avail. t Shareholder in- 

: S6.8Wsh. ID\ In mill IEl Rate base: AL. 
lent plan avail. (C) Incl. deferred charges. 

MS. fair value; FL. GA. orig. cost. Allowed re- A 
turn on corn. eq. (blended): 12.5%. Earned on 100 

60 
G k  AL Above Averaoe. MS. Averaoe. Eaminss Predictabilitv inn 

Company's Financial Strength 
Stock's Price Stability 

avg. corn. eq.. '12: 13.1%. Re ulatory Climate. Price Growth Persistence 

17,1 (biling:1?.0)1RELATIVE Median: 16.0 PIE RATIO 0,ggIKD 
37.6 38.6 46.7 48.6 48.7 
26.5 I 30.8 35.7 41.8 I 42.8 I 39.3 

33.2 
40 6 
29.8 

2008 
22.04 
4.43 
2.25 
1 66 
5.10 

17.08 
n7.19 

16.1 
.97 

4.6% 
17127 
1807.0 
33.6% 
12.3% 
53.9% 
42.6% 
31174 
35878 
7.1% 

12.6% 
13 1% 
3.5% 
74% 

ih its s 

- 

- 

- 
- 

- 
- 

- 

- 

- 

Target Price Rangr 
2016 I2017 12018 

80 
64 
50 
40 
30 
25 
20 
15 I I 

. .-... ...e ...... ... 
i I -**--- 10 

75 

3y. 581 376 
1 5 y r  649 664 i 6-18 

23.25 
6.25 
3.25 
230 
6.75 

25.75 
90500 

14.0 
.95 

5.0% 
21000 
3025 

35.5% 
12.0% 
53.5% 
44.5% 
52300 
65100 
7.0% 

12.5% 
12.5% 
4.0% 
70% 

- 

- 
- 

- 

- 
- 

- 

- 

- 

2003 
15.31 
3.53 
1.97 
1.39 
2.72 

13.13 
734.83 

14.8 
.84 

4.7% 

11251 
1602.1 
27.0% 
4.6% 

45.9% 
43.6% 
22135 
27534 
8.4% 

13.4% 
14.8% 
4.4% 
73% 

BUSlb 

- 

- 

- 
- 

- 
- 

- 

- 

2007 
20.12 
4.22 
2.28 
1.60 

4.65 
16.23 

763.10 
16.0 
.85 

4.4% 
15353 
1782.0 
31.9% 
9.5% 

51.2% 
44.9% 
27608 
33327 
7.9% 

13.2% 
14.0% 
4.3% 
70% 

nv. thrc 

- 
- 

- 
- 

- 

- 

- 

- 

16.05 18.28 19.24 
3.65 4.03 4.01 
2.06 2.13 2.10 
1.42 1.48 1.54 
2.85 3.20 4.01 

13.86 14.42 15.24 
741.50 741.45 746.27 

14.7 15.9 16.2 
.78 .A5 .87 

4.7% 4.4% 4.5% 

11902 13554 14356 
1589.0 1621.0 1608.0 
27.0% 26.9% 32.7% 
5.2% 4.4% 4.8% 

53.5% 53.2% 50.8% 
44.1% 44.3% 46.2% 
23288 24131 24618 
28361 29480 31092 
8.1% 8.2% 8.2% 

14.7% 14.4% 13.3% 
14.9% 14.9% 13.8% 
4.7% 4.6% 3.8% 
69% 70% 73% 

SS: The Southern Comi 

19.06 
5.18 
2.67 
1.94 

--si 
21.09 

867.77 
- 7 5  

- 
5.70 

CAPITAL STRUCTURE as of 12/31/12 
Total Debt $22434 mill. Due in 5 Y n  $8558.0 mill. 
LT Debt $19274 mill 
(LT interest earned 5 3x) 
Leases, Uncapitalized Annual rentals $113 0 mill 
Pension Assets-12/12 $7.95 bill. Oblig. $9.30 bill. 
Pfd Stock $1082 mill 
Ind 1 mill. shs. 4.20%-5.44% cum. pfd. ($100 par): 
12 mill shs 4 95%-5 83% wm pfd. ($1 par), 2 
mill shs 6.0% noncurn pfd ($25 par): 3 mill shs 
6.0%6.5% noncum. pfd ($100 par), 14 mill shs 
5.63%-6.5% noncum. pfd ($1 par). 
Common Stock 868.969.827 shs as of 1/31/13 
MARKET CAP $40 billion (Large Cap) 

LT Interest $739 0 mill 

Pfd Dii'd 565 0 mill 

39230 1 42002 I 45010 I 48390 I 51875 I 55550 I Net Plant (Stnh) ' 

6.9% I 7.0% I 7.2%1 7.3961 7.0%1 7.O%lRetumonTotalCap'l 
12.0% 11.8% 12.2% 12.5% 12.5% 125% Return on Shr. Equity 
12.4% 12.2% 12.5% 12.8% 13.0% 13.0% Return on Com Equity E 

3.2% 3.0% 3.4% 3.6% 3.5% 3.5% Retained toCom Ea 
75% 1 77% I 73% I 73% I 74% I 73% lAll Div'ds to Net Prof 

isidiaries. SUP siDDi. 7%. Generatinu sources: oil & aas. 38%: coal. 35%: nudear. 
ELECTRIC OPERATING STATISTICS 

2010 2011 
+7.6 -2.7 
3332 3438 
6.20 6.37 

42963 43555 
36321 36956 

62.2 59.0 
+.3 -.l 

2012 
-2.3 

3445 
5.94 

45750 
35479 

59.5 
+.5 

.about 120,000 square 16.h: hvdro. 2%; Du&a%d. 9%. F u i  costs: 34% of revenues. '12 
miles of Georgia, Alabama, Florida. and Mississippi. Also has com- 
petitive generation business. Electtic revenue breakdown: residen- 
tial, 37%; commercial. 32%; industrial. 19%: other, 12%. Retail rev- 
enues by state: Georgia, 51%; Alabama, 33%; Florida, 9%; Missis- 

Two of Southern Company's utility 
subsidiaries have had cost overruns 
on major capital projects. Mississippi 
Power is building a 582-megawatt coal 
gasification plant. Under a regulatory 
agreement, the amount of capital costs 
that may be charged to customers is  
capped at $2.88 billion, and there have 
been overruns tha t  have raised the expect- 
ed cost to $3.42 billion. Accordingly, the  
company took a nonrecurring aftertax 
charge of $333 million ($0.38 a share) in 
the first quarter to write off the  portion of 
the plant's costs that Mississippi Power 
will not recover. Meanwhile. Georgia 
Power is adding two units to the Vogtle 
nuclear station, which will amount to 
1,000 mw of capacity. The utility has  
asked the  state commission to increase the 
certified cost of t h e  project by $380 mil- 
lion. Georgia Power expects to hear from 
the regulators in  mid-October. 
W e  expect earnings to advance just 
slightly this year, followed by a larger 
increase in 2014. Our 2013 estimate is 
near the low end of the company's guid- 
ance of $2.68-$2.80 a share. Georgia Power 
will file a rate case in mid-2013, with new 

reported deprec. k t e  (utility): 3.2%. Has 26,400 employees. Chair- 
man, President and CEO: Thomas A. Fanning. Inc.: Delaware. Ad- 
dress: 30 Ivan Allen Jr. Blvd., N.W., Atlanta, Georgia 30308. Tel.: 
404-506-5000. Internet: w.southerncompany.com. 

tariffs taking effect at the start of 2014. 
Assuming reasonable regulatory treat- 
ment, we forecast that share net  will rise 

The regulatory situation in Alabama 
bears watching. Rates a re  set from a me- 
chanism that  has resulted in generous al- 
lowed returns on equity in the state. In- 
formal hearings are  under way about 
whether this ought be changed. Alabama 
Power points out that, although its ROE is 
high, at over 13%. its return on total capi- 
tal isn't so high because its common-equity 
ratio is on the low side, at 44%. 
The board of directors increased the 
dividend in the second quarter. The 
board boosted the annual payout by $0.07 
a share (3.6%). We project similar dividend 
growth over the 3- to 5-year period. 
Following the dividend hike, the 
stocks yield is fractionally above the 
utility average. The stock, ranked 1 
(Highest) for Safety, is  suitable for conser- 
vative, income-oriented investors. How- 
ever, with the recent price above the mid- 
point of our 2016-2018 Target Price Range, 
total return potential is modest. 
Paul  E. Debbas. CFA May 24. 201.3 

5%-6%, to $2.85. 
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X TOT. RETURN 2113 
mls nmm. 

10.3% 
4.9% 
53% 

HisrOM 69803 69820 70088 

d.58 

7.1% 9.5% 10.7% 9.2% 6.2% 6.3% 8.5% 7.7% 9.4% 8.5% 9.0% Return onCom Equity0 9.0% 
3.2% 4.3% 5.5% 4.3% 1.2% 3% 3.1% 2.7% 4.0% 3.W 3.0% Retained to Corn Eq 4.0% 
56% 55% 49% 53% 80% 87% 63% 65% 57% 64% 63% AllDiv'dsloNetProf S?% 

4.09 2.14 1 i:'; 1 
2.: I 4.40 1.44 1 3.37 1.20 1 ;:2: 

30.79 29.40 27.03 27.20 25.97 13.68 
65.41 6 .91 67.40 70.08 70.08 71.51 

Cab. 
endar 
2010 
2011 
2012 
2013 
2014 

endar 
2010 
2011 
2012 
2013 
2014 
cat. 

endar 
2009 
2010 
2011 
2012 
2013 

A) EPS 

Gal- 

6.3% 5.5% 8.4% 7.9% 5.8% 8.6% 
CAPITAL STRUCTURE as of 12/31/12 
Total Debt $3407.2 mill.Due in 5 Y n  $879.2 mill. 
LT Debt $3042.0 mill. 
(LT interest earned: 3.6~) 

Pension Assets-12/12 $548 mill. Obllg. $929 mill. 

Pfd Stock None 

LT Interest $1 60.0 mill. 

QUARTERLY RMNUES [$mill.) 
Mar.31 Jun.30 Sep.30 Dec.31 
459.8 495.2 644.4 456.8 
481.7 524.9 678.2 486.2 
475.7 566.3 695.8 523.7 
500 580 710 535 
530 600 730 550 

Mar.31 Jun.30 Sep.30 Dec.31 
2 7  .47 1.01 .05 
2 7  .38 .98 .16 
21 .48 1.09 .36 
.25 .SO 1.08 2 7  
.30 .50 1.10 .30 

QUARTERLY DIWDENDS PAID b t  
Mar.31 Jun.30 Se~.30 Dec.31 

2 9  .30 .30 .30 
.30 .31 .31 .31 
.31 .32 .32 .32 
.32 .33 .33 .33 
.33 .34 

EARNINGS PER SHARE A 

diluted from 2010 onward Excl. n 

Common Stock 126,779,907 shs. 
as of 2/19/13 
MARKET CAP $4.0 billion (Mid Cap) 

iy. (B) Div'ds paid in early Jan., April, July, 
3cl. = DN'd reinvest. plan avail. t Share- 
!r invest. plan avail. (C) Ind. reg. assets. 
112: 17.931sh. ID) Rate base determined: 

ELECTRIC OPERATING STATIS 

fair value; Rate allowed on common equity in 
'12: 

Company's Financial Strength B++ 
10.0%: earned on avg. com. eq., '12: Stock's Price Stability 100 

Price Growth Persistence 7s 
Earnings Predictability 80 

9.4%. Regul. Clim.: Avg. (E) In mill. 

,ncs 
2011 
+1.0 
5589 
6.22 
6784 
5549 
55.5 
+. l  

2012 
-1.5 

5588 
6.60 

6557 
541 1 
56.0 
+.2 

Fued Charge Cm. (%) 267 297 319 
10-'12 
6218 
0% a?? 
0% 
0% 
0% - 

Full 
Year 

2056.: 
2171.( 
2261! 
2325 
2410 

Full 
Year 
1.8( 
1.71 
2.1: 
2.11 
2.21 
Full 
Year 
1.1! 
1.2: 
1.2i 
1.3' 

- 

- 

- 

- 

- 

3.771 3.121 3.281 3.941 3.771 3.141 3.591 4.241 3.971 4.301 4.401 4.60I"CashFlan"~ersh 1 5.25 
1.48 1.17 1.55 1.88 1.84 1.31 1.28 1.80 1.79 2.15 2.10 220 Eamingspersh A 260 
.87 .BO .92 .98 1.08 1.16 1.20 1.24 1.28 1.32 1.36 1.40Dv'dDed'dpersh8.t 1.52 

2.06 2.19 2.45 3.95 7.84 8.65 526 4.82 5.55 6.40 7.10 7.40 CaD'I SDendina ~ e r s h  8.15 

BUSINESS: Westar Energy, Inc., formerly Westem Resources, is 
the parent of Kansas Gas & Electric Company. Westar supplies 
electricity to 690,000 customers in Kansas. Electric revenue 
sources: residential and N ~ I ,  34%; cummerual, 38%; industrial, 
28%. Sold investment in ONEOK in 2003 and 85% ownership in 
Protection One in 2004. 2012 deDreciatiin rate: 3.7%. Estimated 

plant age: 15 years. Fuels: coal, 53%; nudear, 8%: gas, 39%. Has 
2.313 employees. BlackRock, Inc. owns 5.9% of common; off. & 
dir., less than 1% (3112 proxy). Chairman: Charles Q. Chandler IV. 
Chief Executive Officer and President Mark A Ruelle. Inc.: Kan- 
sas. Address: 818 South Kansas Avenue, Topeka, Kansas 66612. 
Teleohone: 785-575-6300. Internet: w.westarenerov.com. 

0 2013 Vdw bne Publish LLC All 11 hIS reserved fatlual malenal IS atdarned lfm SouIces beheved 10 be reliable and IS pimded rnlhun wananhes d any kind 
THE PUNISHER IS NOT R€?PONSIBLE ?OR ANY ERRORS OR OMISSIONS HEREIN This plblicaoan IS n r d i y  la sbbsoiber s own mn commnoal mlemd use ho pan 
d I may be fepoduced fesolo slued 01 uanvnnred m any pinlea dearmc a ma lam 01 used lor genelaling a mmewg any pned a electlonr puDkauon SeNCe u poducl 
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ALE: ALLETE INC - Full Company Report - Zacks.com Page 1 of2  
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Companson to Industry 

Insiders 

Allete Inc: (NYSE: ALE) 
$47.79 0.47 (0.99%) Volume 44,746 Jun 03 10:35AM ET 

ZACKS RANK 24W 3 
r -- 

Full Company Report 

ALLETE is a mulb-services company ALLETEs holdings include the one of the largest wholesale automobile auchon nehvorks 
in North Amenca. a provider of independent auto dealer inventory financing. one of the largest investor-owned water ublities in 
Flonda and North Carolina. significant real estate holdings in Flonda and a low-cost electnc uhlity that serves some of the largest 
industnal customers in the United States (Company Press Release) 

Get Full Company Report for 5nkr  Sycnool 

GENERAL I N F ~ ~ ~ A T I ~ ~  
ALLETE INC 
30 W SUPERIOR ST 
DULUTH. MN 55802-2093 
Phone: 2182795000 

Web: htlp:lhyww.allete.com 
Email: NA 

F ~ X :  21 8 7 2 5 3 ~ ~ 4  

Brokerage Recommendations 

Annual Report 

I IUFlNClAiS 
Financial Overview 

Income Statements 

Balance Sheet 

Cash flow Statements 

X Price Change 

Share Information 

Shares Outstanding @nIlltons) 39 47 

Maiket Capitaleation (mllions) 1 86763 

7 59 .-- ShortRa'lo I I I I - _. 
09~1104 

_I_____-" - I - Lad Spll Dale ___ - I_ 

EPS I ~ F ~ ~ ~ A T I ~ N  

Current Quarter EPS Consensus Estimate 041  

.... - ... . . . . . . . . . . . .  

i '; 

(.. , I 

,:.; <;. <. .......... .. .............................. 
:>j.C.,<.:> 19.9i .L.:  

% Price Change Relative to  S&P 500 

4 Wek -8 74 

12 we& 6 23 

2 83 YT? - I - I I__ 

Dividend Information 

Dwdend Yield 

Annual Divldend 

PayoutRabo 0 69 

ChanF in Payout Ratio 4 05 

05/13/20u IS0 47 

4 oi% 
$190 

- I  I _I__ _" I_ I - 

Last Dvldend Payout1 Amount 

Current (l=Strmg Buy, 5=StrongSell) 117 

http://www .zacks.com/stock/research/ALE/com pany-reports 6/3/20 13 

http://Zacks.com
http://htlp:lhyww.allete.com
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ALE: ALLETE INC - Full Company Report - Zacks.com Page 2 of 2 

F ~ ~ 5 A ~ E ~ T A L  RATIOS 

PIE 

Current FY Eshate 17 18 

Trailng-12 Months 17 21 

PEG Ratio 2 64 

Price Ratios 

Pnca/Book 151 

PnmCash Flow 9 27 

~ llll__--_l -- ~- 

Pnce / Sales- 190 

Current Ratio 

0331-13 1 26 

123J -1 2 0 96 

093012 129 

Net Margin 

~I _I - - 

0331-13 10 68 

10 10 

0930-12 9 24 

Inventory Turnover 

4 54 03-31-13 

1231 -1 2 4 29 

0930-12 4 25 

? E 1 1 2  _I -_ -~ 

- - " ~  - ---- --I 

EPS Growth 

25 76% vs PrevlousYear 

vs Previous Quarter 1067% 
-I -- 

ROE 

03-31-13 8 92 

12-31-12 8 46 

09-3012 7 81 

Quick Ratio 

03-31-13 0 95 

12-31-12 0 72 

09-3012 0 94 

Pre-Tax Margin 

0331-13 14 46 

12-31-12 14 06 

09-3012 12 88 

____ I__-_ 

~ 

Debt-to-Equity 

03-31-1 3 0 79 

12-31-12 0 78 

09-3012 0 82 

- " - 

lor, 12 Stocky to Buv Now 
H V ~ H  I "I",r".h,?ii.~l~usti ~ c t n i  

Panel of nation's leading analysts Just announced their favorite picks 

117 

Sales Growth 

vs Prevlous Year 9 92% 

vs Prevlous Quarter 3 05% 

ROA 

03-3-13 3 34 

1231 -1 2 3 17 

093012 2 94 

Operating Margin 

0331 -1 3 1068 

1231-12 10.10 

0930-12 9.24 

Book Value 

0331-13 31 43 

123142 30 92 

0930-12 30 23 

Debt to  Capital 

~ ---- 

44 01 

1231-12 43 74 

0930-1 2 45 01 

0331-13- __I_ I I__ _" - 

AdChoicas D 

Zacks Investment Research 
is an A+ Rated BBB 
Accredited Business. 

Zacks Research is Reported On: 

__ - - __ _ _  - - -  __ __ - -- - 
2313 Z x k s  InveStP;c?t Re*?)aC? 

At the center of everythingwe do is a strong wmmbnent to indepenjent research and shanng Its prcritable dismvenes wlvl investors Thls dedcabon to giung investors a trading 
advantag3 led to the creation of our proven Zacks Rank stock-rating system Since 1986 It hasnealy tripled the S&P 90 wth an average p i n  of +26% per year These returns wver a 
penod from 1986-201 1 and were examined andattested by Baker Tilly an independentamuntlng firm 

V m  perfmrnanw for mformatlon about the performance numbers dlsplayed above 

NYSE ard AMEX data !s a least 20 minutes delayed NASDAQ data IS at least 15 mnutes delayed 

http ://www .zac ks.com/stock/research/ALE/company-reports 6/3/20 13 



AEP: Ah4ER ELEC PWR - Full Company Report - Zacks.com Page I of 2 
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Option Chain 

Options Greek Montage 

NE'JdS 

Zacks Commentary 

Company News 

ESTIMATES 

Detailed Estimates 

CHART 

Comparative 

Interactive Chart 

Price and Consensus 
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Price & EPS Surprise 

Broker Recommendations 

Fundamental Charts 

RESEiiRCH 

Full Company Report 

Zacks Equity Research 

Earnings Announcements 

Brokerage Reports 

Comparison to Industry 

Insiders 

Brokerage Recommendations 

Annual Report 

f IN%vCIALS 
Financial Overview 

Income Statements 

Balance Sheet 

Cash flow Statements 

American Elec Pwr Inc: (NYSE: AEP) LACKS RANK Z - B W ~  

$45.69 -0.13 (-0.284f Volume 1,207,721 Jun 03 10:38 AM ET -:El 07 
Full Company Report 

Amencan Electric Power is a public utility holding company which owns, directly or indirectly. all of the outstanding common 
stock of its domestic electnc ublity subsidianes and varying percentages of other subsidianes Substantially all of the operatmg 
revenues of AEP and its subsidianes are denved from the furnishing of electnc service The Company's operations are diwded 
into three business segments hholesale, Energy Delivery and Other 

Get Full Company Report for Enler SymScl 

GENERAL I ~ F ~ R ~ A T I ~ ~  
AMER ELEC PWR 
1 RIVERSIDE PLAZA 
COLUMBUS, OH 43215 
Phone: 614-7161000 
Fax: 614223-1823 
Web: hnp:ilwww.aep.com 
Email: klkozero@aep.com 

Zacks Rank & 

45 82 Yesterday's Close 

52 Week High 51 60 

52 Week L m  38 27 

Beta 0 45 

- __ - - - - - -- _ _ _  - - 

20 Day Moving Average 2,839650 50 

Target Pnce Consensus 50 17 
_" __" . ___ - - - -- -- 

% Price Change 

4 Week 

12 Week -3 31 

M D  7 99 

;I 0 46 
~ -I I ~- I - 

Share Information 

EPS ~~~~~~~~1~~ 

Current Quarter EPS Consensus Estimate 080 

[AEP] 30-Day Ciomg Pncos .... >. i) 

., :.: .? ................................................... 
.: 5 .  I> 5 .  : J "5.3:. I 3  

% Price Change Relative to SBP 500 

4 Week -12 28 

12 Week 844 

-3 35 ??.E" I_- -_I " ~ 

Dividend Information 

Diwdend Meld 4 26% 

Anncal Diwdend 
- I  $? 96 " -I I- - 

Payout Ratio 0 61 

Charge in Payout Raio 0 04 

Last [hwdend Payout / Amount 05/08/200 / $0 49 

I II_ - I 

C ~ N ~ ~ ~ S ~ $  R E ~ ~ ~ ~ E ~ ~ A ~ I ~ ~ S  

Current (l=Strmg Buy 5=StrongSell) 2 40 

http://www.zac ks.com/stock/research/AEP/company-reports 6/3/20 13 

http://Zacks.com
http://hnp:ilwww.aep.com
mailto:klkozero@aep.com
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AEP: AMER ELEC PWR - Full Company Report - Zacks.com Page 2 of 2 

Ned EPS Report Date 

FUNDAMENTAL RATIOS 

PIE 

14 51 

Trailng 12 Months 14 83 

PEG Rabo 4 29 

Price Ratios 

Pncelsook 144 

PncelCash Flow 6 51 

Pnce / Sales 1 47 

Current Ratio 

0331-13 0 71 

1231 -12 0 67 

0 68 

C""!L!xE!E"__ -_ - -"I__ 

E?!%"..-- _I_  ̂ ______I- 

Net Margin 

0331-13 8 14 

1231-12 8 42 

0930-12 1046 
____l-lll_l^_ - I ~ 

Inventory Turnover 

6 38 

12-31 -12 6 35 

0930-12 6 61 

5 3  _ .___ - ". - -- 

07IpZ013 90 Days Ago 

EPS Growth 

0 00% vs PrewousYear 

vs Prewous Quarter 60 Ca% 
Ixl ~ 

ROE 

03-31-13 8 36 

12-3 1-1 2 8 45 

09-3p12 9 69 

Quick Ratio 

03-31-13 0 47 

12-31-12 0 45 

09-3012 0 47 ~ - - -  - _- 
Pre-Tax Margin 

03-31-13 11.86 

12-31-1 2 12 19 

09-3012 13 96 

Debt-to-Equity 

103 

12-31-12 102 

09-3012 0 98 

0?%3 I_^_ ~ "_ .-I- 

Best Dividend Stocks 
l<fWd> "5 2it:TeseXCh inX 

5 Stocks That are Cash Machines for Retirement New Free Stock Report 

2 19 

Sales Growth 

5 54% vs Previous Year 

vs Prewws Quarter 5 90% 
I_ 

ROA 

033143 2 36 

12-31 -1 2 2 38 

0930-1 2 2 73 
. -  

Operating Margin 

033113 8 41 

1231-12 8 54 

9 81 0930-1 2 
_I__ _ _ -  

BookValue 

0331-13 31 74 

123112 31 40 

0930-1 2 31.57 

Debt to Capital 

0331-13 50 !6 

1231-1 2 50 57 

0930-1 2 49 42 

~ "^_ 

Adchoices D 

..-- 
Zacks Research IS Reported On: 

y & H o e  Accredited Business. 

Zacks investment Research 
is an A+ Rated BBB 

-. - __ . - - __ - . - - - - - - - -. __ __ __ __  . ___I__ - - I - 
Co;)-g% ?315 ?&ks lnvestw~lt ;7?rca'&? 
At the center of evelything we do is a stmng commbnent to indeperdent research and *anng Its profitable dimvenes wdh investors Ths dedcation to giung investors a trading 
advantap led to the malionof our pmen Zacks Rank stock-rattng system Since 1986 it hasneady tnpled the SBP 910 wth an average gain of +26%peryear These returns cover a 
penod from 1986-201 1 and were examined andattested by Baker Tilty an independentaccounting firm 

Vtst performance for nfomatlon a b u t  the pelfomance numbers displayed above 

NYSE ard AMEX data is d least 20 minutes ddayed NASDAQ data is at least 15 minutes delayed 

http://www .zacks.com/stock/research/AEP/company-reports 6/3/20 13 



CNL: CLECO C O W  - Full Company Report - Zacks.com Page 1 of 2 
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Funds Earnings Screening Finance Partfolio Educatton Video Services 

Cleco Corp New: (NYSE: CNL) ZACKS RANK 3HOLD 3 
$45.60 0.09 j0.20%) Volume 40,091 Jun 03 1037 AM ET 

Full Company Report 

Cleco Cop is an energy S ~ M C ~ S  company based in central Louisiana Their two pnrnary businesses are Clew Power LLC. a 
regulated electnc utility business. and Clew Midstream Resources LLC. a wholesale energy business. They use a mixture of 
western mal, petroleum coke (petwke). lignite, oil, and natural gas to serve their customers This diverse fuel mix helps Clew 
deliver reliable. low-cost power to its customers. 

Get Full Company Report for Enler SymocI 

GENERAL I N ~ ~ R ~ A T I ~ N  
CLECO CORP 
2030 DONAHUE FERRY ROAD 
PINEVILLE, LA 71361-5000 
Phone: 3184847400 
Fax: 31 84847777 
Web: http:/lvNws.dew.com 
Email: Tom.Miller@cleco.com 

Zacks Rank 

45 51 Yesterdays Close 

52 Week High 49 52 

52 Wek Lay 38 46 

Rcta 044 

- -  - __ .__ - - - - 

1809[)395 

Target Pnce Consensus 48 63 

% Price Change 

20 D"uM22.3 .E92 I -_ -- - I --- 

s 47 

12 Wek 2 45 

YTD 14 80 

Share Information 

!-?E! - I - - . - - - 

Shares Outstanding (millions) 60 88 

Malket Capitaleatlon (mllions) 2 770 88 

5 10 

'"s.?Da!e I - 05/2_?/01 
~- ShOfiR_?F-- " . ~ -- 

EPS ~ ~ F ~ ~ ~ A ~ ~ ~ ~  

Current Quarler EPS Consensus EStimate 0 67 

[ C W ]  :0-3au tioung Prices 

I 

% Price Change Relative to S&P 500 

4 Waek 8 37 

12 Wek -2 98 

YTD 0 05 

Dividend Information 

Diudend Yield 3 19% 

$1 45 Annual Divldend 

0 54 PayouiRabo 

Charge in Payout Raio 0 03 

Last Divldend Payout I Amount 05/03/2013 / $0 36 

I - - 
. -  -_ __ 11" 

http://www .zacks.com/stoc Wresearch/CNL/compan y-reports 4/3/20 13 
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CNL: CLECO COW - Full Company Report - Zacks.com Page 2 of 2 

Ned EPS Repolt Date 

FUNDAMENTAL RATIOS 

PIE 

Current PI Estimate 18 02 

Trailng 12 Months 18 28 
"-- 

PEG Ratto 2 25 

Price Ratios 

Pncemook 184 

PndCash Flow 8 87 

Pnce I Sales 2 74 

Current Ratio 

0331 -1 3 1 68 

1-231-12 152 

0930-12 -- -- 1 48 

Net Margin 

03-31 -13 15 89 

1231-12 16 47 

0930-12 17 13 
111 

Inventory Turnover 

0331 -1 3 4 12 

1231 -1 2 3 98 

0930-12 4 18 

_ _ _  ^^ ~ 

2 00 - -  08/06/2013 90 Cays Ago 

EPS Growth 

vs PreylousYear 4 76% 

vs Prewous Quarter 22 22% 
- - -- 

ROE 

03-31-1 3 10 13 

12-31-12 10 14 

093012 1063 

Quick Ratio 

03-31-13 124 

12-31-12 116 

Sales Growth 

vs Preylous Year 8 17% 

vs Preylws Quarter 3 23% 
I_ 

ROA 

0331 -1 3 3.70 

1231-12 3 68 

0930-1 2 3 83 

Operating Margin 

0331-13 14 93 

1231-12 1504 

09-3G12 1.12 0930-12 15.47 

Pre-Tax Margin 

03-31-13 22 31 

23 04 12-31-12 

09-3012 25 49 

Debt-to-Equity 

-- 

0 87 

12-31-12 0 84 

09-3012 0 82 

03-31-13-..--".....- I 

Book Value 

0331-13 24 79 

1231-12 24 69 

0930-12 24 74 

Debt to Capital 

!??E3 I 46 55 

1231-1 2 45 61 

0930-12 45 17 

-I------- 

Zacks Research is Reoorted On: Zacks Investment Research 
IS an A+ Rated BBB 
Accredited Business. 

.. . . -.. . -. .. . ,... .. . .. . . .. . . __.____-.__ .. .. . .... . . . . ... .. . _._ . . .. . .. .. .... . - 
Co>y!gs :?a3 Lacks Ikestrve3 Reseam 
At the center of everythingwe do is a strong commtment to indeperdent research and sharing its prDfitable dirunrenes wlh investors. Thls dedcabon to giung investors a trading 
advantap led to the creationof our proven Zaclts Rmk stock-rabng system. Since 1986 it hasneedy tripled the S&P 910 with an average p i n  of +26%peryear. These returns cover a 
period from 1986201 1 and WE examined andattested by Baker Tilly. an independentamunbng firm 

Vis& pertarrnnnce for nformation about the performance numben displayed above 

NYSE an3 AMEX data is L least 20 minutes delayed. NASDAQ data is at least 15 minutes delayed 
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Funds Earnings Screening Finance Partfolio Education Video Services, 

Empire Dist Elec Co: (NYSE: EDE) ZACKS RANK Z-EWYD 

$21.75 0.02 (0.09%) Volume 39,637 Jun 03 IO:~OAM ET 

Full Company Report Get Full Company Report for: Enler Syinb31 

The Empire Distnct Electnc Company is an operating public utility engaged in the generation, purchase, transmission. 
distnbution and sale of electnuty in parts of Missoun. Kansas. Oklahoma and Arkansas The Company also provldes water 
service to several towns in Missoun 

f f .  

GENERAL I N ~ O ~ ~ A T I O ~  
EMPIRE DISTRICT 
602 JOPLIN ST 
JOPLIN. MO 64802 
Phone: 4176255100 
Fax: 4176255146 
Web: htrp~/~~.empiredistnict.wm 
Email: jwatson@empiredistnid.com 

Industry UTIL-ELEC PbW 

Sedor Utilees 

Fiscal Year End Decamber 

Last Repated Quarter 03/31 nm 3 

N m % e - -  - - - " " ~  

_______l_l I 

07iZ5'2013 

PRICE AND VOLUME I ~ ~ ~ ~ ~ A T I ~ ~  

Zacks Rank ia 
Yesterday's Close 21 73 

52 Wek High 23 35 

52 Wek LON 19 59 

Beta 0 56 

20 Day Mowng Awrage 122,061 15 

23 00 Target @nsms- -_ -_ 
---"-_I 

% Price Change 

4 Week 4 90 

12 wek 0 93 

7 90 Y T L  I - - - - - - - - 

Share Information 

Shares Outstanding Qillions) 42 41 
Maket Capitaleation (mllions) 921 59 

Last Spllt Date 01/30/92 

__I--_II _ _  - ~ - - - 
Short Rabo 6 27 

EPS I ~ ~ ~ ~ ~ A T I ~ ~  

Curent Quaner EPS Consensus Estimate 026 

[E?;:] ~ c - C ~ V  Closing Prices .. 
LS 5 ,  

i 
i 

i i  <_! . . . . . . . . . . . . . . .  
,...j '. > .  ; $ 0.3.:>i-L:, 

% Price Change Relative to S&P 500 

6 83 

4 42 

YTD -5 44 

Dividend Information 
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Annual Divldend $1 M3 

0 72 Payout Ratio 
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Next EPS Report Date 

FUNDAMENTAL RATIOS 

- 

PIE 

Current FY EQmate 15 78 

Trailing 12 Months 15 75 

PEG Rae0 5 26 

-l̂ -_l"ll"ll _I 

07R52013 90 Days Ago _ _  

EPS Growth 

vs PreuousYear 30 43% 

VS PEVlOUS QUal?K 30 43% 
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Sales Growth 

vs PreuousYear B 86% 

vs Preuous Quarter 30 85% 
~ ~ 1 1 - 1 -  

Price Ratios 

PncelBook 1 27 

PncelCash Flw 7 27 

Pnce /Sales 166 

Current Ratio 

033113 1.44 

ROE 

0331-13 6 18 

1231-12 7 87 

09-30.12 7 80 

Quick Ratio 

03-31-13 0 99 

ROA 

03-31 -1 3 2 79 

12-31 -1 2 2 69 

0930-12 2 68 

Operating Margin 

0331 -1 3 10 55 

12-31;12 

0930-12 

1 46 

0 61 

Net Margin 

03-31-13 10 55 
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0930-12 9 76 

Inventory Turnover 

-- - _II I_ __I_ - 
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0_33'-'3__ ~ - - -_-___ 

12-31-12 0.94 1231-12 10 27 

09-30.12 0.50 

Pre-Tax Margin 

03-31-13 16 69 

1231-12 1611 
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Debt-to-Equity 

03-31-13 096 

12-31-12 096 

09-30.12 0 83 

~ - ~ -  ~ 

- - - __ ^"  ____I__II__ 

0930-12 9 76 

Book Value 

0331-13 17 06 

1231 -1 2 1692 

0930-12 16 93 

Debt to Capital 

-___ 

~- -_ I____ 

48 87 

12-31-12 49 07 

0930-12 45 31 
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At the center of everything we do is a stmng mmrntment to indeperdent research and hanng Its profitable dieovenes wdh inwstors Ths dedication to giung investors a trading 
advantap led to the creation of our proven Zacks Rank stock rating system Since 1986 it hasnearly tnpled the S&P 510 wth an average gain of +26%per year These returns cover a 
penod from 1986-201 1 and were examined andattested by Baker Tilly an independentacaunting firm 
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ZACKS RPNK 3HOLD r;?r -- Firstenergy Cow: (NYSE: FE) 

$39.35 0.34 (0.88%) Volume 1,160,824 JunO3 io:4i AM ET - -0 or  
Full Company Report 

FirstEnergy Cop. is a diversified energy services holding company as the result of the merger of Ohio Edison Company and 
Centenor Energy Corporation FirstEnergy companies provide electnaty and natural gas sewices and a wide array of energy- 
related products and sewices FirstEnergfs four electnc ublity companies, Ohio Edison and its Pennsylvania Power subsidiaw. 
The Illuminating Company and Toledo Edison. serve customers in northern and central Ohio and westem Pennsylvania. 
(Company Press Release) 

Get Full Company Report for Enlzr Syinbol 

GENERAL I ~ ~ ~ ~ ~ A r I O N  
FIRSTENERGY CP 
76 SOUTH MAIN ST 

Phone: 330-761-7837 
Fax: 330-384-3866 

Web: http://www.firstenergycorp.com 
Email: tirstenergy@amstock.com 

AKRON, OH m o a 1 8 9 0  

Industry UTIL-ELEC PvlR 

Milles Sedor 

Fiscal Ye= End December 
I --111 ~ I l - I x I " - - ^ l  - " 

Last Repated Quarter 03/31 3 

Ned EPS Date 08/W2013 
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Zadns Rank & 

Yesterday's Close 39 01 

52 We& High 51 14 
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Beta 0 39 

20 Day Moving Amrage 3,442 875 50 

Target Pnce Consensus 44 06 
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% Price Change 

4 Week -15 31 
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Share Information 

Shares Outstandng (millions) 41822 
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Short Ratlo 4 03 

Last Spllt Date NA 
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% Price Change Relative to S&P 500 
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4-%k -_I " 
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Dividend Information 

5 64% Diwdmd Yield 

Annual Dindend $2 20 

Payout Ratio 0 67 
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EPS I~FORMATION 
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Current Year EPS Consensus Estimate 299 - 
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PIE 

Current FY Eamate 1305 

Traiing 12 Months 11 97 

PEG Ratio 21 75 

Price Ratios 

Pnoemook 125 

PFoefCash Row 5 38 

Pnce / Sales 106 

Current Ratio 

0331-13 0 49 
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Net Margin 

033113 4 28 
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EPS Growth 

vs PrevlousYear -7 32% 
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Sales Growth 

vs PrevlousYear -8 56% 
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ROE 

03-31-13 10 26 

12-31-12 10 40 

10 32 09?012_ - _ _  - - - - _ _  
Quick Ratio 

03-31-13 0 37 

12-31-12 0 38 

09-3012 0 48 

Pre-Tax Margin 

03-31-13 7 19 

-___ 

ROA 

03-31-13 2.76 

12-31 -1 2 2.85 

Operating Margin 

0331-13 6 63 

8 81 

0930-12 8 56 

Book Value 

0331-13 31 06 

EE __-___--- 

1231-12 489 12-31-12 865 1231-12 31 31 

0930-1 2 629 09-3012 1052 0930-12 32 16 

Inventory Turnover Debt-to-Equity Debt t o  Capital 

0331-13 742 03-31-13 122 0331-13 54 88 

116 09_30:!2 .- _I lll"--̂- _- - 8 2 4  O?-?Y.?.--- I ". 111 I 

123112 749 12-31-12 116 1231-12 53 69 

53 74 0930-12 
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period from 1986-201 1 and were examined andattested by Baker Tilly. an independentawounting firm 

vlsd 1pr17ormance for hlormalion a b u t  the performance numbers displayed above 

http://wWW.zacks.com/stock/research/FE/company-reports 6/3/20 13 



FE: FIRSTENERGY CP - Full Company Report - Zacks.com Page 3 of 3 

NYSE ard AMEX data IS it least 20mlnutes ddayed NASMQ data IS at least 15minutes c@Cg?&ioe  we rr n iole oi %arch Keyword 
Sub 

http://www .zacks.com/stock/research/F Elcorn pany-reports 6/3/20 13 

http://Zacks.com
http://www


GXP: GREAT PLAINS EN - Full Company Report - Zacks.com Page 1 o f2  

Home Stocks 

OUorES 
Overview Quote 

Real Time Quotes 

Option Chain 

Options Greek Montage 

NEWS 

Zacks Commentary 

Company News 

ESTIMATES 
Detailed Estimates 

ChART 
Comparative 

Interactive Chart 

Price and Consensus 

12 month EPS 

Price & EPS Surpnse 
Broker Recommendations 

Fundamental Charts 

RESEARW 
Full Company Report 

Great Plains Energy Incor: (NYSE: GXP) ZACKS RANK W O L D  9 
$22.55 -0.02 I-0 BSYj Volume 267,261 Jun 03 10:42 AM ET -:;n G OE 
Full Company Report 

Great Plains Energy incorporated engages in the generation, transmission. distnbution and sale of electnuty to customers 
located in all or porhons of numerous counbes in western Missoun and eastern Kansas Customers indude resldences. 
wmmeraal firms. and industnals. muniapalibes and other electnc ublibes 

GENERAL I ~ F O R ~ ~ T I O ~  

Get Full Company Report for Enie. Syriitol 

GREAT P W N S  EN 
1200 MAIN ST 
KANSAS CITY. MO 641062124 
Phone 8165562200 
Fax 8165562992 
Web http l/www greatplainsenergy corn 
Email NA 

lndustly 

Sedor 

Fiscal Ye% End 
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Cash flow Statements 

Yesterdaqs Close 22 57 
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Beta 0 69 
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% Price Change 
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Share Information 

153 55 Shares Outstanding @llions) 

Malket Capitaleation (rnllions) 3.465 69 

Sholt Ratio 0 64 

I -- I --1 - - 

Last Spll Date 06/01/92 

Current Quarter EPS Consensus EStimate 0 39 

% Price Change Relative to SBP 500 

-7 17 

12 wek -4 97 

YlD -1 1 1  
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Dividend Information 

3 05% DEdi-dJteld 

Annual Divldend $0 07 
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Nexi EPS R~port Date 

F U ~ D A M E ~ T ~ L  RATIOS 

PIE 
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-~~ 1-1-1- 
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Price Ratios 
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Current Ratio 
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Net Margin 
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EPS Growth 
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ROE 
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Quick Ratio 

0 33 03-31-1 3 
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- .  

~-~ ---- 1-- 

Pre-Tax Margin 

03-31-13 15.23 

12-3t12-".-"----- 13 _I 20 

09-3012 12 80 

Debt-to-Equity 

0 91 !??EL-- _ _ _  -- 
12-31-12 0 83 

09-3012 0 82 

Sales Growth 

vs PrewousYear 13 E3% 

vs Prevlous Quarter 12 86% 
---_ ---- 

ROA 

0331-13 2 45 

1231-12 2 12 

0930-1 2 2 12 

Operating Margin 

0331-13 9 85 

123112 8 62 

09301 2 8 50 ~- 
Book Value 

0331 -1 3 21 74 

1231-12 21 76 
~ 

0930-1 2 21 93 

Debt to  Capital 

4748 033'-!3-- __-_--_I " I" - 
1231-12 44 93 

0930-12 44 80 

-- 
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is an A+ Rated BBB 
Accredited Business. 
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Hawaiian Electric Indus: (NYSE: HE) ZACKS RANK M O L D  3 

$26.09 -&OB (-0 31%) Volume 107,810 JunO3 IO:UAM ET :-o #3 Drl 
Full Company Report 

Hawaiian Electnc Industnes, Inc is a holding company with subsidianes engaged in the electnc utilily. sawngs bank. freight 
transportation. real estate development and other businesses. pnmanly in the State of Hawaii, and in the pursuit of independent 
power projects in Asia and the Pacific 

Get Full Company Report for Eriler Syiiwol f& 

GENERAL I N ~ O ~ ~ ~ T I O ~  
HAWAIIAN ELEC 
900 RICHARDS ST 
HONOLULU, HI 96813 
Phone: 8085435662 

Web: http:/lw.hei.com 
Email: skimura@hei.com 

F ~ X :  808-543-7986 

lndustrv UTIL-ELEC P W  

Sedor Utilities 

Fiscal Year End December 

Last Reputed Guarter 03~1/2013 

08101y2013 - I - - --- Next EPS Date 
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Zacks Rank a& 

Yesterday's Close 26 17 
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Share Information 
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Short Ratio 12 06 
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X Price Change Relative to SBP 500 
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-9 29 ' 2 2 %  . --______^__I 

M D  -8 14 

Dividend Information 

Diudmd Veld 

Annua Diudend $1 24 

Payout Ratio 0 77 

-0 16 Chang in Payout Ratio 
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Nexi EPS Report Date 
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08/08rL013 90 Cays Ago 3 00 _ .  _ "  

PIE 

5?4!E!E~L~e---" 15 96 
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Price Ratios 

Pnce/Book 1 60 

PnceCash Flow 794 

Pn? I Sales 077 

Current Ratio 

0331-13 090 

1231-12 0 92 

0 91 09-30-12 

Net Margin 
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12-31-12 4 16 

0930-12 4 75 
- _ l _ _ ~ _ - l - l _  

Inventory Turnover 

0331-13 NA 

1231-12 NA 

09301 2 NA 

- " _  --III_--x- 

EPS Growth 
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vs Prevlous Qualter -12 82% 
~ 

._ 

- .  

ROE 

03-31-13 9 96 

12-31-12 1037 

09-3012 1024 

Quick Ratio 

03-31-13 0 90 

12-31-12 0 92 

0 91 E?%. -_-_____ 

Pre-Tax Margin 

03-31-13 6 28 

12-31-12 6 44 

09-301 2 7 35 

Debt-to-Equity 

03-31-13 0 69 

12-31-12 0 69 

09-3012 0 89 

-~ ~- 

~- _I_ 

Sales Growth 

vs Prevlous Year 3 76% 

vs PrevlwsQuarter 6 45% 
l ~ - l l l l l l l _ - " ~  

ROA 

0331-13 1 56 

1231-12 1 66 

093012 1 65 

Operating Margin 

0331-13 4 75 

12-31-12 4 86 

0930-12 4 74 

Book Value 

0331-13 16 32 

1231-12 16 35 

093012 16 55 

Debt to Capital 

_______- ~ _ ^  

47 55 

12-31-12 47 76 

0930-12 47 67 

03?-?2- __I --- __ - I ~ I 

Zacks Research is Reported On: Zacks Investment Research 
IS an A+ Rated BBB f i  Accredited Business. 
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At the center of everything we do Is a strong commitment to indeperdent research and sharing I s  prafitabte dieoveries wivl investors. This dedcation lo giung investor3 a trading 
advantap led to the creation of our pmYenZacks Rank stock-rating system Since 1986 it hasnealy tripled the S&P 9K) with an average gain of +26%peryear. These returns covera 
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ldacorp Inc: (NYSE: IDA) ZACKS RANK Z-BW 3 
$47.46 0.23 (8.49%) Volume 56,243 Jun 03 ~ O : ~ Z A M  ET 

Full Company Report 

ldawrp Inc is an electric public utility company The company is engaged in the generabon. purchase, transmission, distnbution 
and sale of electnc energy pnmanly in the areas including southern Idaho, eastern Oregon and northern Nevada. The company 
relies heavily on hydroelectnc power for its generabng needs and is one of the nation's few investor-owned utilihes wth a 
predominantly hydro base The company's prinapal commercial and industnal customers include lodges. condominiums. and ski 
liis and related facilities. 

Get FUII Company Report for Enter Symo>1 

GENERAL I ~ F O ~ ~ A ~ ~ O N  
IDACORP INC 
1221 WEST IDAHO STREET 
BOISE, ID 83702-5627 
Phone: 2083882200 

Web: hUp:lMvw.idacorpinc.com 
Email: NA 

F ~ X :  zoe-38a6916 

Industry UTIL-ELEC P W  

Utililtes 

Fiscal Yea- End December 

Last Reputed Guarter 03/31/2013 

08/OW2uI 3 
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Zacks Rank f;r 

Yesterday's Close 47 23 
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Share Information 

50 14 Shares Outstanding millions) 
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Shod Rabo 5 27 

Last Split Date NA 
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% Price Change Relative to  S&P 500 
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-5 70 
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Dividend Information 
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- - _I I _I 08/01y2013 _____I___ - Nexi EPS R~port Date 

F ~ N ~ ~ ~ E N T A L  RATIOS 

PIE 

Cumnt FY Estimate 14 31 

Trailng 12 Months 13 30 

PEG Ratio 3 58 

Price Ratios 

PnceBook 1 33 

Pnce/Cash Flow 7 97 

Pnce I Sales 2 14 

Current Ratio 

0331-13 1 50 

1231-12 1 05 
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Net Margin 

0331-13 16 06 
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0930-12 15 21 

Inventory Turnover 

0331 -1 3 6 68 

12-31 1 2  6 33 
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__- 
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EPS Growth 

vs. PreviousYear 34.00% 

Sales Growth 

vs. Previous Year 9.86% 

vs Previous Quarter 103 0% vs Prevlws Quarter 5 63% 

ROE 

03-31-13 10 12 

12-31-12 9 77 

09-3012 9 48 

ROA 

0331-13 3 39 

12-31 -12 3 27 

0930-1 2 3 18 

Quick Ratio 

03-31-13 117 

0 78 1231-12 

09-3012 0 99 
_l___l -- 

Pre-Tax Margin 

03-31-13 1869 

12-31-1 2 18 05 

09-3012 16 63 

Debt-to-Equity 

03-31-1 3 0 86 

12-31-12 0 83 

09-3012 0 87 
-_I___II l_l 

Operating Margin 

0331-1 3 16 06 

12-31 -1 2 15 62 

0930-12 15 21 

Book Value 

03-31-13 35 49 

1231-1 2 35 15 

0930-1 2 35 38 

_---I--- ~~ 

Debt to Capital 

033113 46 32 

1231 -1 2 45 41 

46 41 
x 1  - -- 0930-12 - 

I 

Zacks Research is Reported On' Zacks Investment Research 
is an A+ Rated BBB 
Accredited Business. 

- - ___ __ - - _ _ _  

At lhe center of evelything we do is a strong commtment lo indeperdent research and shanng Ls profitable dieovenes wlh investors Thls dedcation to giung investors a trading 
advantap led to the creation of ourpmven Zaas Rank stock-rating system Since 1986 it hasnedy tnpled the SBP 9H) wlh an average p i n  of +26%peryear These returns cover a 
penod from 1986-201 1 and were examined andattested by Baker Tilly an independent accounting firm 
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http://www .zacks.com/stocklresearch/IDA/company -reports 6/3/20 1 3 



IDA: IDACORP INC - Full Company Report - Zacks.com Page 3 of 3 

NYSE ard AMEX data is d least 20minutes delayed NASDAQ data IS at least 15rmnutes~IWdnbe free 'I ria! Sag? n Ge! Q a l e  0- S e a ~ b  Keymrd 
Sub 

http://www .zacks.com/stocMresearch/IDA/company-reports 6/3/20 13 

http://Zacks.com
http://www


OTTR: OTTER TAIL CORP - Full Company Report - Zacks.com Page 1 of2  

Siibscnbe frce lnal S gn In Gei adole or Sestet- Keyword 
Sub 

Home Stocks 

QUOTtS 
Overview Quote 

Real Time Quotes 

Option Chain 

Options Greek Montage 

NEVIS 

Zacks Commentary 

Company News 

ESTMATES 

Detailed Estimates 

CHART 

Comparative 

lnleractlve Chart 

Price and Consensus 

12 month EPS 

Pnce B EPS Surpnse 

Broker Recommendations 

Fundamental Charts 

RESEARCh 

Full Company Report 

Zacks Equity Research 

Earnings Announcements 

Brokerage Reports 

Comparison to Industry 

Insiders 

Brokerage Recommendations 

Annual Report 

r IVPNCIALS 

Financial Overview 

Income Statements 

Balance Sheet 

Cash flow Statements 

Funds Earntngs Screening Finance Pottfotio Education Video Services 

Otter Tail Cp: (NASD: OTTR) ZACKS RANK %HOLD 3 

$27.53 0.21 (0.77"hf Volume 12,071 Jun 03 1o:uAM ET '0 #3.cIn 
Full Company Report 

OTTER TAIL'S pnmary business is the production. transmission. distnbution and sale of electnc energy The Company, through 
its subsidianes. is also engaged in other businesses which are referred to as Health Services Operations and Diversified 

Get Full Company Report for Enier Symbol & 

Operations 

GENERAL I N ~ ~ ~ ~ A T I O ~  
OTTER TAIL CORP 
215 S CASCADE ST PO BOX 496 
FERGUS FALLS, MN 56538-0496 
Phone: 866-410-8780 

Web: hnpY/vww.ottertail.com 
Email: sharesvc@otterlail.com 

F ~ X :  zia99a3165 

lnduslry UTIL-ELEC PvlR 

Uttlltles Sector 
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I I - lxI--" - 

Last Reputed Quarter O~DIRM~ 
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Zacks Rank 322 
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% Price Change 
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Share Information 
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Current Quarter EPS Consensus Estimate 0 27 

% Price Change Relative to SBP 500 
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Dividend Information 
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Annual Diwdend 51 19 

Payout Ratio 0 79 
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FUNDAMENTAL RATIOS 
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Net Margin 
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EPS Growth 
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ROE 

03-31-13 10 34 

12-31-12 9 18 

ROA 

0331-13 3 43 

123112 306 

09-3012 5.81 

Quick Ratio 

03-31-13 1 43 

12-31-12 1 47 

09-3012 128 

Pre-Tax Margin 

03-31-13 5 20 

12-31-1 2 4 78 

09-3012 0 17 

Debt-to-Equity 

03-31-13 0 83 

12-31-12 0 81 

09-301 2 0 79 

~ ---- 

- ----I_--x-lllll- 

0930-1 2 1 95 

Operating Margin 

0331 -1 3 5 53 

1231 -1 2 4 72 

2 92 0930-12 
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Book Value 

0331-13 14 59 

1231-12 14 43 

0930-1 2 14 69 

Debt to Capital 

03231-13 45 32 

1231-12 43 96 

0930-12 43 55 

x - ~ _ -  
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Zacks Research is Reported On: Zacks investment Research 
IS an A+ Rated BBB 
Accredited Business. 
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At the center of everything we do is a strong wmmtment to indeperdent research and shanng Its pmfitable discoveries wlth investors This dedcabon to giung investors a trading 
advantag? led to the creation of our prwen Zadts Rank stodt-rating system Since 1986 it has nealy tnpled the S8P 30 wth an average p i n  of +26% per year These returns cover a 
penod from 1986 201 1 and were examined andattested by Baker Tilly an independentaccounting firm 

vsn perforrnr~re for information about the performance numben dlsplayed above 
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ZACKS RANK UELL@ Pepco Holdings Inc: (NYSE: POM) 

$20.75 -0.02 (-8.‘!3%:,) VOlUme 794,144 JunO3 1046AM ET -.:El Hc7 
Full Company Report 

Pepco Holdings, Inc is an energy holding company Pepco has been providing reliable electnc semce for more than one 
hundred years Today, they deliver electricity to homes and businesses in the Distnct of Columbia and its Maryland suburbs 

Get Full Company Report for Enler Syinv31 a 

GENERAL I ~ F ~ R ~ ~ T I ~ N  
PEPCO HLDGS 
SUITE 1300 701 NINTH STREET NW 
WASHINGTON, DC 20068 
Phone: 202-872-2000 
Fax: 202-331-6874 
Web: httpY/w.pepwholdings.wm 
Email: investor@pepwholdings.com 

Industry UTILrELEC PvlR 

Sector Utilbes 
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% Price Change 
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Share Information 
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Last Split Date NA 

Current Quarter EPS Consensus Estimate 

Current Year EPS Consensus Estimate 
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% Price Change Relative to S&P 500 
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Dividend Information 
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Annual Diwdend $1 08 
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PIE 

Cupnt Fy Estimate 1829 
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EPS Growth 
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Sales Growth 
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PEG Ratio 3 18 

Price Ratios 
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Current Ratio 
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0930-12 0 74 

Net Margin 
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Inventory Turnover 

ROE 

03-31-13 

12-31-12 6 28 
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Quick Ratio 

03-31-13 0 47 
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09-3012 0 66 

Pre-Tax Margin 

03-31-13 1 55 

606 

ROA 

E%? - 1 70 

1231-12 1 79 

0930-1 2 1 !5 

Operating Margin 

0331-13 5 73 

1231-12 5 45 

0930-1 2 5 15 

Book Value 

033113 18 59 

12-3 1-1 2 8 68 

09-301 2 722 

Debt-to-Equity 

__ 

03-31-13 0 99 - - __ -" "_I 

12-31-12 0 90 

09-3012 1 00 
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1945 0930t?_ I_____ __ 
Debt t o  Capital 
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Zacks Research is Reported On: Zacks Investment Research 
is an A+ Rated EBB Forbes Accredited Business. 
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At the center of everything we do is a strong commtment to indeperdent research and aanng ds proftable diewenes wth investors This dedcation to gtung investors a trading 
advantaF led to the creation of our pmven Zacks Rank stockabng system Since 1986 it hasnealy tnpled the S&P 510 mth an average gain of +26% per year These returns cover a 
penod from 1986-2011 and were ewmined andattested by Baker Tilly. an independentaccounting fin 
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ZACKS RANK: 2-BW 9 Pinnacle West Capital Corp: (NYSE: PNW) 
--- ~ 

$56.58 0.10 (0.17%) Volume 193,916 Jun03 I O : ~ ~ A M  ET _ I  El 17E 
Full Company Report 

Pinnade West Capital is engaged, through its subsidianes, in the generation. transmission, and distribubon of electncity and 
selling energy, products and sewces. in real estate development: and in venture capital investment Its pnrnary subsidiary IS 
Anzona Public Service Company The company's other subsidianes indude SunCor, El Dorado. APS Energy SeMces and 
Pinnacle West Energy 

GENERAL I ~ F Q R ~ A T I O ~  

Get Full Company Report for %it% Synibcl 

PINNACLE WEST 
400 NORTH FIFTH STREET MS8695 
PHOENIX, AZ 85004 
Phone 6022501000 
Fax 602-379-2625 
Web htlp Nwww pinnaclewest w m  
Email rhickman@pinnadewest w m  
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Zacks Rank A 
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Share Information 
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Dividend Information 
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Nexi EPS Report Dale 
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EPS Growth 
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Sales Growth 

vs PrewousYear 10 W% 
-_l-lll̂ lll 
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ROA 
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0930-1 2 2 81 

Operating Margin 

0331 -1 3 12 45 

12-31 -1 2 11 72 

0930-1 2 11 36 

Pre-Tax Margin 

03-31-13 20 96 
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Debt-to-Equity 

03-31-1 3 0 80 

12-31-12 0 78 

09-301 2 0 80 

Book Value 

0331-13 37 83 

37 40 

0930-1 2 38 21 
!23‘-’2- - ~ 

Debt to Capital 
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1231-12 43 81 
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Zacks Research is Reported On: Zacks Investment Research 
is an A+ Rated BBB 
Accredited Business. 

Covyng?t 201 3 Z S k s  Ih,eStC?n! %e%?%*&? 
At the center of everyming we do is a strong commbnent to indeperrlent research and maring its proftable disxweries wRh investors. Ths dedcation to giung investon e trading 
advantap led to the creation of our prwen Zacks Rank stodt-rating system. Since 1986 it has nealy tripled the S&P B O  with an average gain of ~ 2 6 %  per year. These returns cover a 
period from 1986-201 1 and were examined endattested by Baker Tilly. an independent accounting firm 
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Portland General Electric Co: (NYSE: POR) 

$30.63 0.19 (0 .6 l%)  Volume 163,076 JunO3 IO:UAM ET 

Full Company Report 

Portland General Electric. headquartered in Portland, Ore , is a vertically integrated electnc ublity that serves residential. 
commeraal and industnal customers in Oregon The company has more than a century of expenence in power delivery. PGE 
generates power from a diverse mix of resources, including hydropower, coal and natural gas PGE also participates in the 
wholesale market by purchasing and selling electnuty and natural gas to ublities and energy marketers 

Get Full Company Report for Enler Syino31 @ 

GENERAL I ~ F ~ ~ ~ A T I O N  
PORTLAND GEN EL 
121 SW SALMON ST lVVTC0501 
PORTLAND. OR 97204 
Phone: 5034647779 
Fax: 5037785566 
Web: http:/hww.portlandgeneral.com 
Email: investors@pgn.com 
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Dividend Information 
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POR: PORTLAND GEN EL - Full Company Report - Zacks.com 

Current Year EPS Consensus Estimate 

Esbmated Lorg-Term EPS %h Rfte 

Nexi EPS R~port Dale 

FUNDAMENTAL RATIOS 

- 

PIE 

Current FY Estimate "__ - 15 I 85 

Trailng 12 Months 16 28 

PEG Ratio 2 69 

Price Ratios 

PncelBook 131 

Pncelcah Flow 5 91 

Pncs I Sales 1 28 

Current Ratio 

0331 -1 3 123 

1231 -1 2 119 

0930-12 121 

Net Margin 

- - _ I _ ~ - l _ l  _-l_l 

0331y 3 784 

12-31-12 7 81 

09-30-12 7 80 

Inventory Turnover 

033113 11 y - - 
12-31-12 11 82 

093012 12 32 

Page 2 of 2 

08/0612013 90 Days Ago 

EPS Growth 

vs PrewousYear 0 OPh 

vs Prewous Quarter 71 05% 
x I I x - I ~  - - 

ROE 

03-31-13 E 16 

12-31-12 8 24 

09-3G12 8 38 

Quick Ratio 

03-31-1 3 106 

12-31-12 104 

1 09 09-3012 
"__-I_ 

Pre-Tax Margin 

03-31-13 11.40 

2 56 

Sales Growth 

vs Prevlous Year -1 25% 

vs Prewws Quarter 2 16% 
- 

ROA 

0331-13 2 47 

12-31-12 2 46 

0930-12 2 47 

Operating Margin 

0331 -1 3 784 

1231-12 7 81 

09-3012 7 80 - _ _ ~ I _ _ - x - _ I I _ _ I I ~  

Book Value 

0331-13 23.27 

12-31-12 11.30 1231 -1 2 22.90 

09-3012 10 98 

Debt-to-Equity 

087 

12-31-12 0 89 

09-3B12 0 89 

03-3_'-13" --_-- -- "- - 

0930-12 22.76 

Debt to Capital 

46 63 

1231-12 47 03 

0930-12 47 19 

03-31-13 -_- -I 

Zacks Research is Reported On: Zacks Investment Research 
is an A+ Rated BBB 
Accredited Business. 

- - - - - - - - - - - - - __ - - - - - 
C3i) lQ ki lr .cstr---* 9?%?a*crh 
At the center of werylhing we do IS a strong wmmtment to indeperdent research and manng 115 profitable dimvenes wlth investors This dedcation to giung imestors a trading 
advantaF led to the Creation of our pmven Zadts Rmk stock-ratlng system Since 1986 i t  has nealy tnpled the SBP 5)O wth an average gdin of +26% per year These returns cover a 
penod from 1986 201 1 and were examined endanested by Baker Tilly an independentaccounting firm 

Vlsd performanre far nformatm abut the performance numbers displayed above 

NYSE ard AMEX data is least 20 mnules delayed NASDAQ data is at least 15 minutes delayed 

http://www .zacks.com/stock/research/PO Wcompan y -reports 6/3/20 1 3 
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Southern Co: (NYSE: SO) ZACKS RANK 3HOW 3 
$43.88 -0.02 $4 Cr5%) Volume 2,848,248 Jun 03 IO:~II AM ET 

Full Company Report 

Southern Energy acquires, develops, builds, owns and operates power production and delivety faulities and prowdes a broad 
range ofenergy-related services to utilities and industnal companies in selected countnes around the world Southern Energy 
businesses include independent power projects, integrated utilibes. a distnbution company. and energy trading and marketing 

Get Full Company Report for: Enler Syinbcl a 

businesses outside the southeastern United States 

GENERAL INFORM~TIO~ 
SOLTHERN CO 
30 IVAN ALLEN JR. BLVD. N.W. 
ATLANTA, GA 30308 
Phone: 4045065000 
Fax: 4045080945 
Web: http:/hrvww.southemw,com 
Email: dstucker@southernco.com 

Industry 

Sedor 

UTIL-ELEC P M  

Utilibes 

Fiscal Year End December 

Last Reputed Quarter 

Nea EPS Date 

PRICE AND VOLUME I ~ F O R ~ A ~ I O N  

Zacks Rank &2 

43 90 Yesterdays Close 

52 M e k  Hioh 48 74 

03/3 imn 3 
__-_I_____II_I__- " I " "  I____- 

07/24/2013 

_ _  - - __I__ ". _- - - _  

52 Week LON 41 75 

Beta 0 25 

20 Day Mwng Amage 3,501 220 OD 
_-I__-__ _-__-I ~- 

-- ~ 

Target Pnce Consensus 47 83 

% Price Change 

4 M e k  

12 M e k  -3 28 

YTD 3 08 

-7 !I 
~ . - .- - - 

Share Information 

Shares Outstandng (millions) 868 97 

Maket Capitaleation (millions) 38.14778 

3 95 Short Rabo 

03/01/94 Last Spln Date 
" ~ -  ~ - I I-"_ __ " 

* - _ _  _I 

EPS I ~ ~ ~ ~ ~ ~ T I O N  

Current Qualter EPS Consensus Estimate 069 

[so; 30-Day Gosin? Pricss 
l.? ". 

.I 

% Price Change Relative to S&P 500 

4 Week -8 94 

12 mek -8 41 

-8 72 ~E.-. XI _I " 

Dividend Information 

Diwdend Meld 4 62% 

$2 03 Annual Divldend 

0 72 

-0 03 

05/02/2013 / $0 51 

I - _ "  -- I_ - 
- __ __I PayoutRatio 

ChanF in Payout Ratio 

Last [hndend Payout / Amount 

-__I__ - 

Current ( l=S tmg Buy. 5=StmngSell) 3 00 

http://www.zacks.com/stock/research/SO/company-reports 6/3/20 1 3 

http://Zacks.com
http:/hrvww.southemw,com
mailto:dstucker@southernco.com
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SO: SOUTHERN CO - Full Company Report - Zacks.com Page 2 of 2 

Ned EPS Report Date 07/242013 90 Days Ago _ _ _  
FUNDAMENTAL WTIOS 

PIE 

CurrentFY Estimate - 15-97 
Traiing 12 Months 16 08 

PEG Ratlo 3 35 

Price Ratios 

Pn&ook 2 11 

PnceICash Flow a 58 

Pnca I Sales 2 27 

Current Ratio 

033J -1 3 0 92 

1231-12 o a8 

0930-12 1 02 

Net Margin 

0331 -1 3 1264 

1231 -1 2 14 51 

0930-12 13 78 

Inventory Turnover 

~~ - - "_I_- 

03-31-13 3-58 - " " 

1231 -12 3 60 

0930-12 4 67 

EPS Growth 

16 67% vs PrewousYear 

vs Prewous Quarter 11 3% 
~- - 

3 14 

Sales Growth 

vs Prevlovs Year 8 25% 

vs Prevlws Quarter 5 24% 

ROE 

03-31-13 13 17 

12-31-12 12 89 

09-3012 12 43 

Quick Ratio 

03-31-13 0 50 

ROA 

0331-13 386 

1231-12 3 81 

0930-1 2 3 70 

Operating Margin 

033113 14 30 

12-31-12 0.48 1231-1 2 14 18 

09-30-12 0.63 0930-1 2 13.55 

Pre-Tax Margin 

03-31-13 19 57 

22 67 12-31-12 

09-3012 21 10 

Debt-to-Equity 

03-31-13 112 

12-31-12 1 05 

09-3012 1 02 

,- 

- 

Book Value 

033113 20 76 

123 1-1 2 20 93 

0930-1 2 21 31 

Debt to Capital 

0331-'3_- - 51 40 

1 231 -1 2 49 86 

0930-1 2 49 01 

Zacks Research is Reported On: Zacks Investment Research 
is an A+ Rated BBB 
Accredited Business. 

.- ..... . . ... . .- . __ .. - .. . .. .. . . . . -. . __ ... . .. .. .. -. ... .....__._._..I-____..__.._ . - 
Copy-ghi 7013 7ilcks li-ueSWi,t?>t Re?6t&? 
At the Center of ederything we do is a stmng wmmbnent to indeperdent research and aaring its profitable dimveries wlh investors This dedcation to giwng investors a trading 
advantap led to the creation of our pmen Zacks Rank sto&-rating system. Since 1986 it hasneaty tnpled the SBP 90 with an average gain of +26% per year. These returns cover a 
period from 1986-201 1 and were examined andattested by Baker Tilly. an independentacmunting firm 

Virn performance for nfonnalion about the performance numbers displayed above 

NYSE am AMEX data is a least 20 minutes delayed. NASDAQ data is at least 15 minutes delayed. 

http://www .zacks.com/stock/researc h/SO/com pany-reports 6/3/20 13 
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Western Energy Inc: (NYSE: WR) ZACKS RANK Z-BUYD 

$31.62 -0.qO (-0 32%) Volume 324,174 Jun 03 1048 AM ET --la -.05 
Full Company Report 

Westar Energy is a consumer services company with interests in monitored services and energy Westar Energy provides 
electric utility seMces to customers in Kansas Westar Energy's goal is to operate the best ublity in the Midwest They will 
prowde their customers quality service at below average pnces Westar Energy Generation and Marketing will be a preferred 
energy provider, both inside and outside their service territoiy 

Get Full Company Report for Site: Symool br;al 

GENERAL l N F 5 ~ ~ A T l O ~  
WESTAR ENERGY 
818 S KANSAS AVE 
TOPEKA, KS 66601 
Phone: 7855756300 
Fax: 7855751798 
Web: http:/hvw.westarenergy.com 
Email: ir@pestarenergy.com 

Industry UTIL-ELEC PbW3 

Sedor Utilees 

Fiscal Ye= End December 

La9 Repaied Cuarter 03DlRM3 

Next EPS Date 08/06/2013 

PRlCE AND V ~ ~ U ~ ~  I N ~ ~ ~ ~ ~ T I ~ ~  

Zadts Rank & 

Yesterday's Close 31 72 

_̂__II"IIIIIx.llllllI-- ___ - - - - -- 
I _ _  __I_ - I" "I " 

~ _________I_" _ _ _  -I --- ~ I- 

52 VIR& High 34 96 

Be'"-_ -----̂ --- - - - I - 
20 Day Movlng Awrage I _  _ I  8_39:%-?? 
Target Pnce Consmsus 36 00 

52 M k  Lcw 27 33 

0 55 

% Price Change 

-7 47 

12 Wek 0 22 

YTD 11 39 

Share Information 

Shares Outstanding p~llions) 12678 

Market Capitaleabon (mllions) 4.021 46 

Shorl Ratio 

_- *z ll"___llll_ _" - __I - 

5 42 - I "I -- - - __ 
NA _ _  - Last Split Date - - __ - - - - - 

Cumnt Quarter EPS Consensus Estimate 045 

[V%] 30-Day Closing Prices 

.,i r? 1 ....................................................... 
...<.<. .. ...:: . Q ) . 5 ; . L J  

% Price Change Relative to S&P 500 

Dividend Information 

Divldend Meld 4 2s% 

Annual Divldend 

PayoutRabo 

$J 36 

0 58 
I -- I x - -  _- ~ I 

- _ _ _ I _ _ I  

Changj in Payout Ratio 

Last Dividend Payout/ Amount 

-0 24 

03/07/2013 / $0 34 

Current ( l=Stmg Buy, 5=StrongSell) 2 00 

http://www . z a c k s . c o m / s t o c k / r e s e a r c h / W R / c s  6/3/20 13 
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WR: WESTAR ENERGY - Full Company Report - Zacks.com Page 2 of 2 

Ne* EPS Rqol l  Date 08/06'201_3 90 Days Ago 

F U N ~ A ~ E N T A L  RATIOS 

PIE 

15 00 Current FY Esttmate 

Trailng 12 Months 13 56 

PEG Rabo 2 93 

Price Ratios 

PnceBook 138 

PncelCash flw 6 78 

Pnce / Sales 1 72 

Current Ratio 

033113 0 86 

1231 -1 2 0 76 

093012 0 92 

Net Margin 

~~ 

0331-13 12 81 

093p12 11 20 

12 17 - -- 1231 I 2  

Inventory Turnover 

4 96 0331-1 3 

1231-12 4 77 

0930-1 2 4 87 

- _̂ I_- _̂ --I- 

EPS Growth 

90 48% vs PrevlousYear 

vs Prevlous Quarter 11 11% 
II"_ 

ROE 

03-31-13 10 37 

12-31--12 9 68 

09-3012 8 87 

Quick Ratio 

03-31-13 0 53 

12-31-1 2 0 47 

09-3012 0 58 

Pre-Tax Margin 

03-31-13 19 08 

12-31-1 2 18 07 

-- - -_ _- I__ 

09-3012 16 72 

Debt-to-Equity 

03-31-13 112 

12-31-12 1 05 

09-3012 1 06 

~~ -" 1111-1 - - _ _  _ _ _ _  

Buy Stocks: TI) Ameritrade 
1 I ~ A l l ~ ~ l l l i : i d ~  cc3n 

Trade free for 60 days + get up to $600 Limited time offer Sign up1 

2.11 . . .. . .. .. . . . . . .. ....... . . ....... .. ... . . . . .. ... 

Sales Growth 

vs Previous Year 14 F3% 

vs Prewws Quarter 4 26% 
___ 

ROA 

0331 -1 3 3 24 

1231-12 3 03 

0930-12 2 79 

Operating Margin 

033113 12 81 

1231-1 2 12 17 

0930-12 11 20 

Book Value 

0331-13 23 06 

1231 -1 2 23 01 

0930-12 22 95 

Debt to Capital 

0331 -13 ~ ~ 52 75 

12-31 -12 51 11 

0930-12 51 37 

Zacks Investment Research 
is an A+ Rated BBB 
Accredited Business. INVESTORS- 

- -- -_ - ___  - - __ _- __ - I - - - - _ - - 
31 2 7,xks lr e s t r x t  ileseaw 

At the cenkr of everything we do is a strong commtment to indeperdent research and shanng Its profitable d iwenes wth mvestors Thls dedcation to giung investors a trading 
advantap led to the ueationof our proven Zacks Rrnk stock-ralirg system Since 1986 i t  hasnearly tnpled the S&P 30 wth an average gain of +26%peryear These returns cover a 
penod from 1986 201 1 and were examined andattested by Baker Tilly an independentacmunting firm 

VsL pe!iofor nanre for nformation about the performance numbers dlsplayed above 

NYSE am3 AMEX data 15 2 least 20 minutes delayed NASDAQ data 15 at least 15 mmutes delayed 

http://www .zacks.comlstocWresearch/ WWcompany-reports 6/3/20 13 
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Selected Yields 
3Monfhs Year 

Recent Ago Ago 
(6/05/13) (3/06/13) (6/06/12) 

3Monfhs Year 
Recent Ago Ago 

(6/OS/l3) (3/06/13) (6/06/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 2.31 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 2.68 
Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl) 0.1 7 0.20 0.30 
3-month LIBOR 0.27 0.28 0.47 
Bank CDs 
6-month 0.08 0.1 0 0.21 
1 -year 0.1 0 0.1 3 0.32 
5-year 0.64 0.70 1.11 
US. Treasury Securities 
3-month 0.05 0.09 0.08 
6-month 0.07 0.1 1 0.1 3 
1 -year 0.1 3 0.1 5 0.1 7 
5-year 1.02 0.81 0.73 
1 0-year 2.08 1.95 1.66 
lo-year (inflation-protected) -0.1 o -0.64 -0.52 
30-year 3.24 3.16 2.74 
30-year Zero 3.49 3.42 2.95 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1.00% 

0.00% 
3 
Mor. Years 

- Year-Ago 

10 30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
fndustrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial EBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
2 513 0-yea r A 
Revenue Bonds (Revs) (25/30-Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source. Bloomberg Finance L.l? 

Federal Reserve Data 

2.27 
2.13 

3.27 
4.26 
4.1 9 
4.60 

2.05 
1.51 
0.85 
2.01 

5.55 
5.06 
5.53 

3.84 
4.39 

0.1 6 
0.88 
1.01 
1.94 
2.21 
3.21 
3.36 
5.11 

4.38 
4.53 
4.87 
4.62 
4.56 

1.77 
2.25 
1.88 
2.12 

3.03 
4.08 
4.07 
4.42 

1.85 
1.46 
0.65 
1.96 

3.40 
5.93 
5.53 

3.74 
4.29 

0.1 9 
0.78 

1.78 
2.01 
2.89 
3.1 3 
4.82 

4.21 
4.34 
4.64 
4.45 
4.37 

0.80 

1.37 
2.1 6 
1.97 
2.29 

3.40 
4.05 
3.98 
4.38 

1.81 
1.34 
0.85 
1.66 

5.30 
6.52 
5.53 

3.77 
4.73 

0.21 
0.93 
0.78 
1.74 
1.95 
2.98 
3.47 
4.81 

4.32 
4.63 
4.69 
4.54 
4.38 

BANK RESERVES 
(Two- Week Period; in Millions, No1 Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
5/29/13 511 511 3 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1 897054 182331 a 73736 1 762549 1632938 1544743 
Borrowed Reserves 41 0 422 -1 2 403 547 1866 
Net Free/Borrowed Reserves 1896644 1 822896 73748 1 7621 46 1632390 1542879 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last ... 
5/20/13 5/13/13 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2533.8 2540.0 -6 2 8.0% 1 0.1 'Y" 1 2 .O% 
M2 (M1 +savings+small t ime deposits) 10541.5 10553.4 -11.9 4.6% 5.2% 6.7'%> 

Sourcr Uiiired Siarcs Fedeial Reserve Bunk 

e 201 3 ' W e  L ne Puolishing LLC. W I gnls i e s e m .  Factual material s ooia n w  lrm? swrces Delievea lo be reliable and IS p r o ~  de0 mlnOUl *a 
IS NOT RESPOhSlBLE FOR ANY ERRORS OR OMISSIONS hEaElh. Tn E hiolical or s slnclly lor sJnsCriDeh onn noncommercia, inlern3 
resolo slo~eo 01 lransrnit!?d In any pnnlea. slenron c or m?' l v m  31 ,sed lor generating or markelng any pr n!eo ?r e leclrwc p.ol.-a'on sew :e or product 
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Selected Yields 

3Montbs Year 
Recent Ago Ago 

6/29/13) (2/27/13) (5/30/12) 

3Montbs Year 
Recent Ago 4 0  

(5/29/13) (2/27/13) (5/30/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 2.25 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 2.37 

FNMA 5.5% 2.1 9 Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl) 0.1 6 0.21 0.3 1 
3-month LIBOR 0.28 0.29 0.47 
Bank CDs 

1 -year 0.1 0 0.1 3 0.33 

U.S. Treasury Securities 
3-month 0.03 0.10 0.07 
6-month 0.07 0.13 0.1 3 
1 -year 0.1 3 0.1 5 0.1 7 
5-year 1.04 0.76 0.69 
1 0-year 2.1 4 1 .a8 1.62 

30-year 3.28 3.08 2.71 
30-year Zero 3.51 3.37 2.93 

6-month 0.08 0.10 0.21 

5-year 0.64 0.70 1.12 

1 0-year (inflation-protected) -0.1 4 -0.63 -0.48 

6.00% 

5.00% 

4.00% 

3.00% 

2 .OO% 

1 .OO% 

0.00% 

Treasury Security Yield Curve 

Mus. Years 

- Currc11t 

- Year-Ago 

10 30 

FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25130-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 

United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

Japan 

TAX-EXEMPT 
Bond Buyer indexes 
20-Bond index (COS) 
25-Bond index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
10-year A 
25130-year Aaa 
25130-year A 
Revenw Bonds (Rws) (2513CLYear) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Bloomberg Finance L. FI 

Federal Reserve Data 

2.1 2 

3.27 
4.28 
4.1 9 
4.51 

2.07 
1.53 
0.93 
2.00 

5.74 
6.34 
5.33 

3.70 
4.30 

0.1 7 
0.82 
0.91 
1.84 
2.1 1 
3.11 
3.28 
5.03 

4.29 
4.46 
4.78 
4.55 
4.51 

1.59 
2.22 
1.83 
2.23 

2.99 
4.03 
4.03 
4.40 

1.87 
1.45 
0.67 
1.96 

5.37 
5.92 
5.53 

3.74 
4.30 

0.1 6 
0.74 
0.87 
1.79 
2.04 
2.90 
3.1 3 
4.83 

4.21 
4.34 
4.64 
4.47 
4.37 

1.32 
2.1 5 
1.97 
2.32 

3.28 
3.98 
3.91 
4.39 

1.80 
1.27 
0.85 
1.65 

5.32 
6.51 
5.53 

3.81 
4.76 

0.21 
0.92 
0.80 
1.74 
2.00 
3.03 
3.51 
4.83 

4.35 
4.66 
4.72 
4.56 
4.42 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
511511 3 51111 3 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1823317 1751983 71 334 1722318 1600204 1528214 
Borrowed Reserves 422 407 15 412 599 2090 
Net FreeIBorrowed Reserves 1822895 1751 576 71319 1721 907 1599605 15261 24 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last ... 
511 311 3 51611 3 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2540.1 2540.3 -0.2 8.6% 10.2% 12.4% 
M2 (M1 +savings+small time deposits) 10553.4 10540.7 12.7 4.1% 5.2% 7.0?’0 

Source. LTirired Smtes Fedeinl Reserve Bunk 



M A Y  31, 2 0 1 3  V A L U E  L I N E  S E L E C T I O N  & O P I N I O N  

Selected Yields 

P A G E  9 3 7  

3Months Year 
Recent Ago Ago 

(5/22/13) (2/20/13) (5/23/12) 

3Months Year 
Recent Ago Ago 

(5/22/13) (2/20/13) (5/23/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 2.19 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold1 2.36 
Prime Rate 
30-day CP (Al /Pl)  
3-month LlBOR 
Bank CDs 
6-month 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
1 0-year (inflation-protected) 
30-year 
30-year Zero 

3.25 
0.1 7 
0.27 

0.09 
0.1 1 
0.64 

0.03 
0.07 
0.1 0 
0.89 
2.02 

-0.26 
3.1 9 
3.47 

3.25 
0.20 
0.29 

0.1 0 
0.1 3 
0.70 

0.1 2 
0.1 3 
0.1 5 
0.84 
1.99 

-0.68 
3.1 8 
3.47 

3.25 
0.31 
0.47 

0.21 
0.33 
1.12 

0.08 
0.1 4 
0.1 9 
0.73 
1.74 

-0.45 
2.82 
3.03 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

Treasury Security Yield Curve 

- Year-Ago 

10 30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (GOs) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25/30-year A 
Revenue Bonds (Revs) (25/3CLYear) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source Biooinberg Finuncr L P 

Federal Reserve Data 

1.99 
2.12 

3.04 
4.20 
4.1 2 
4.52 

1.97 
1.43 
0.89 
1.90 

5.59 
6.22 
5.52 

3.61 
4.25 

0.16 
0.81 
0.86 
1.79 
2.05 
3.05 
3.24 
4.99 

4.28 
4.42 
4.74 
4.56 
4.41 

1.60 
2.32 
2.01 
2.23 

3.08 
4.12 
4.1 2 
4.45 

2.02 
1.65 
0.75 
2.19 

5.51 
5.91 
5.52 

3.72 
4.30 

0.1 9 
0.79 
0.85 
1.85 
2.00 
2.93 
3.1 5 
4.86 

4.22 
4.35 
4.65 
4.47 
4.37 

1.14 
2.19 
1.99 
2.32 

3.39 
4.03 
3.98 
4.50 

1.88 
1.38 
0.87 
1.77 

5.32 
6.50 
5.52 

3.75 
4.75 

0.21 
0.91 
0.80 
1.75 
1.97 
3.03 
3.51 
4.83 

4.35 
4.65 
4.75 
4.56 
4.42 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average levels Over the last ... 
511 511 3 51111 3 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1823319 1751984 71 335 1722319 1600204 1528214 
Borrowed Reserves 422 407 15 41 2 599 2090 
Net Free/Borrowed Reserves 1 822897 1751 577 71 320 1721907 1599605 1526124 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the last ... 
51611 3 412911 3 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2540.2 2523.1 17.1 9.8% 9.5% 12.7% 
M2 (M1 +savings+small time deposits) 10540.2 10535.0 5.2 4.2% 4.4Y" 6.9% 

Source. Uni1ed Smtes Fedeial Reserve Bunk 
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Selected Yields 

3Monfhs Year 
Recent Ago Ago 

(5/15/13) (2/13/13) (5/16/12) 

3 Months Year 
Ago Recenf Ago 

(5/15/13) (2/13/13) (5/16/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 2.08 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 2.22 
Prime Rate 
30-day CP (Al /Pl)  
3-month LlBOR 
Bank CDs 
6-month 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
1 0-year (inflation-protected) 
30-year 
30-year Zero 

3.25 
0.1 9 
0.27 

0.09 
0.1 1 
0.64 

0.03 
0.07 
0.1 0 
0.80 
1.90 

-0.40 
3.1 2 
3.41 

3.25 3.25 
0.21 0.31 
0.29 0.47 

0.10 0.22 
0.1 3 0.33 
0.70 1.12 

0.09 0.09 
0.12 0.1 4 
0.1 5 0.1 8 
0.89 0.74 
2.04 1.76 

3.22 2.90 
3.48 3.13 

-0.68 -0.38 

Treasury Security Yield Curve 
6.00% - 

i 5.00% 

4 .OO% 

3.00% 

2.0 0% 

1 .OO% 

0.00% E 
3 
Mus. ears 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25130-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (GOs) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25130-year A 
Revenue Bonds (Revs) (25/3O-Yw) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Bloomberg Finance L. P 

Federal Reserve Data 

1.87 
2.1 2 

2.96 
4.1 3 
4.07 
4.42 

1.92 
1.38 
0.86 
1.92 

5.47 
6.22 
5.51 

3.67 
4.22 

0.1 7 
0.82 

1.78 
1.99 
2.99 
3.19 
4.94 

4.24 
4.37 
4.69 
4.54 
4.39 

0.85 

1.85 
2.1 6 
1.90 
2.23 

3.23 
4.1 8 
4.1 5 
4.50 

2.04 
1.67 
0.75 
2.21 

5.50 
5.92 
5.51 

3.68 
4.29 

0.20 
0.78 
0.83 
1.83 
1.99 
2.90 
3.1 2 
4.83 

4.21 
4.31 
4.68 
4.43 
4.36 

1.13 
2.09 
1 .87 
2.32 

3.36 
4.05 
4.00 
4.48 

1.92 
1.47 
0.83 
1.88 

5.31 
6.69 
5.52 

3.71 
4.73 

0.21 
0.95 
0.78 
1.78 
1.92 
3.06 
3.50 
4.95 

4.30 
4.60 
4.70 
4.56 
4.42 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the last ... 
5/1/13 4/17/13 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 17.51 987 1793542 -41 555 1687300 1571604 1514671 

Net Free/Borrowed Reserves 1751580 1793145 -41565 1686872 1570938 151 2351 
Borrowed Reserves 407 397 10 428 666 2320 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the last ... 
4/29/13 4/22/13 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2523.1 2508.5 14.6 10.1% 8.4% 12.09/0 
M2 (M1 +savings+small time deposits) 1053S.O 10501.4 33.6 4.49'0 4.8% h.9% 

Source: United Smies Feddriul Reserve, Bunk 

resold. storea or transmittea ir eny pnnted electronc or other lorm or Lsea lor generating or marketing any printed or electronic puolicatm service or proaucl 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(5/08/13) (2/06/13) (5/09/12) 

3Months Year 
Recent Ago Ago 

(5/08/13) (2/06/13) (5/09/12) 

TAXABLE 
Market Rates 
Discount Rate 0.75 
Federal Funds 0.00-0.25 
Prime Rate 3.25 
30-day CP (Al /Pl)  0.19 
3-month LiBOR 0.28 
Bank CDs 
6-month 0.09 
1 -year 0.11 
5-year 0.64 
US. Treasury Securities 
3-month 0.04 
6-month 0.07 
1 -year 0.1 0 
5-year 0.73 
1 0-year 1.79 
10-year (inflation-protected) -0.52 
30-year 2.96 
30-year Zero 3.25 

0.75 
0.00-0.25 

3.25 
0.21 
0.29 

0.10 
0.1 3 
0.70 

0.07 
0.1 1 
0.1 5 
0.85 
1.98 

3.18 
3.42 

-0.72 

0.75 
0.00-0.25 

3.25 
0.32 
0.47 

0.22 
0.33 
1.13 

0.09 
0.14 
0.1 7 
0.76 
1.82 

-0.34 
3.03 
3.27 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.0 0% 

I Mus. Years I 
3 6 1 2 3 5  10 30 

Mortgage-Backed Securities 
GNMA 5.5% 
FHLMC 5.5% (Gold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
industrial (25/30-year) A 
Utility (25130-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25130-year A 
Revenue Bonds (Rew) (25130Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Bloomberg Finunce L.R 

Federal Reserve Data 

2.04 1.83 1.09 
2.1 3 2.06 2.08 
1.86 1.83 1.86 
2.1 2 2.23 2.39 

2.83 3.1 8 3.34 
3.96 4.1 4 4.14 
3.94 4.09 4.07 
4.29 4.45 4.54 

1.81 2.00 1.98 
1.27 1.63 1.52 
0.60 0.78 0.85 
1.77 2.10 1.90 

5.46 5.48 5.31 
6.20 5.90 6.1 8 
5.51 5.51 5.51 

3.77 3.67 3.81 
4.1 9 4.29 4.77 

0.1 6 0.22 0.1 8 
0.79 0.82 0.98 
0.81 0.85 0.83 
1.73 1.85 1.84 
1.93 2.02 1.96 
2.92 2.92 3.1 1 
3.1 2 3.14 3.56 
4.86 4.85 5.03 

4.21 4.22 4.28 
4.34 4.33 4.60 
4.67 4.68 4.77 
4.48 4.45 4.58 
4.35 4.39 4.42 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
5/1/13 4/17/13 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1751 987 1793542 -41 555 1687300 1571604 1514671 
Borrowed Reserves 407 397 10 428 666 2320 
Net Free/Borrowed Reserves 1751 580 17931 45 -41 565 1686872 1570938 151 2351 

M O N E Y  SUPPLY 
(One-Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last ... 
412211 3 411 511 3 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 2508.5 2486.9 21.6 9.5% 8.7% 11 .6% 
M2 (M1 +savings+small t ime deposits) 10501 .O 10550.6 -49.6 3.4% 5.2% 7.0% 

So~rrrr Uiiirrd Siates Fedeiul Reserve Batik 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(5/01/13) (1/30/13) (5/02/12) 

3Months Year 
Recent Ago Ago 

(S/O 1/13) (1/30/13) 6/02/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 

Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.1 9 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.99 

Prime Rate 
30-day CP (A1 /Pl  ) 
3-month LIBOR 
Bank CDs 
6- non nth 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
1 0-year (inflation-protected) 
30-year 
30-year Zero 

3.25 
0.1 9 
0.27 

0.09 
0.1 1 
0.64 

0.05 
0.08 
0.1 1 
0.66 
1.65 

-0.67 
2.86 
3.08 

3.25 
0.22 
0.30 

0.1 0 
0.1 3 
0.70 

0.06 
0.11 
0.1 3 
0.86 
1.97 

-0.68 
3.16 
3.43 

3.25 
0.31 
0.47 

0.22 
0.33 
1.13 

0.08 
0.14 
0.1 8 
0.82 
1.93 

-0.35 
3.12 
3.36 

6.0  0% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

Treasury Security Yield Curve 
. -  

! ) I  

MUS.  edIS 

- Year-Ago 

i o  30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (GOs) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25/30-year A 
Rewnw Bods (Revs) (25/30 . m) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Bloomberg Finunce L.,? 

1.85 
2.12 

2.70 
3.80 
3.78 
4.1 5 

1.68 
1.20 
0.59 
1.65 

5.53 
6.20 
5.50 

3.90 
4.29 

0.1 6 
0.77 
0.78 
1.71 
1.91 
2.91 
3.10 
4.85 

4.20 
4.33 
4.63 
4.45 
4.31 

1.86 
2.12 
1.91 
2.16 

3.22 
4.1 2 
4.1 0 
4.45 

2.00 
1.71 
0.77 
2.1 1 

5.40 
5.89 
5.50 

3.54 
4.24 

0.21 
0.79 
0.81 
1 .80 
1.95 
2.87 
3.11 
4.81 

4.21 
4.32 
4.62 
4.42 
4.38 

1.10 
2.07 
1.87 
2.32 

3.43 
4.22 
4.1 5 
4.63 

2.02 
1.61 
0.89 
2.05 

5.42 
6.19 
5.50 

3.86 
4.78 

0.20 
1.03 
0.86 
1 .87 
2.02 
3.17 
3.62 
5.08 

4.38 
4.69 
4.86 
4.60 
4.44 

Federal Reserve Data 
BANK RESERVES 

(Two- Week Period; in Millions, Nor Seasonally Adjusted) 
Recent levels Average levels Over the La st... 

411 711 3 41311 3 Change 12 Wks. 26 Wks. 52 Wks. 
Excess Reserves 1793541 1726553 66988 1654429 15481 56 1505709 
Borrowed Reserves 397 391 6 45 1 746 2565 
Net Free/Borrowed Reserves 1793144 1726162 66982 1653978 154741 0 15031 44 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Ann’l Growth Rates Over the Last ... 
4/15/13 4/8/13 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2481 .O 2457.9 23.1 6.4% 7.7% 10.8% 
M2 (M1 +savings+small time deposits) 10536.3 10491.9 44.4 3.0% 6.3% 7.2% 

Source. United Sruier Fedeiul Reserve Bunk 

resolo. sloied 0 1  lransmlled In any pnnled. eleClrDnlC or other lorm or .sed lor generatiig or rcaruetiq any pr’nled of electron,c publcal.on service 3r pr3adC1. 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(4/24/13) (1/23/13) (4/25/12) 

3 Months Year 
Ago Recent Ago 

14/24/13) (1/23/13) (4/25/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 2.06 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 2.24 

FNMA 5.5% 1.90 Prime Rate 
30-day CP (Al /Pl)  
3-month LIBOR 
Bank CDs 
6-month 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
1 0-year (inflation-protected) 
30-year 
30-year Zero 

3.25 
0.20 
0.28 

0.09 
0.1 1 
0.64 

0.05 
0.08 
0.1 1 
0.72 
1.72 

2.91 
3.1 5 

-0.68 

3.25 
0.23 
0.30 

0.10 
0.13 
0.70 

0.07 
0.10 
0.1 3 
0.74 
1 .81 

-0.75 
3.01 
3.26 

3.25 
0.36 
0.47 

0.22 
0.33 
1.13 

0.09 
0.1 4 
0.1 7 
0.84 
1.98 

-0.28 
3.15 
3.39 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve 

- Year-Ago 

i o  30 

FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
10-year Aaa 
10-year A 
25/30-year Aaa 
25/30-year A 
Revenue Bonds (Revs) (25WYear) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Bloomberg Finunce I..? 

~~ 

2.15 

2.78 
3.88 
3.85 
4.1 8 

1.72 
1.24 
0.59 
1.69 

5.41 
6.1 9 
5.50 

3.89 
4.28 

0.1 8 
0.77 
0.78 
1.71 
1.92 
2.92 
3.1 3 
4.87 

4.22 
4.35 
4.65 
4.49 
4.36 

Federal Reserve Data 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

1.80 
2.06 
1.76 
2.16 

3.07 
3.97 
3.94 
4.32 

1.88 
1.54 
0.74 
1.99 

5.40 
5.88 
5.50 

3.53 
4.22 

0.1 7 
0.75 
0.78 
1.73 
1.88 
2.82 
3.09 
4.77 

4.22 
4.32 
4.62 
4.41 
4.35 

1.12 
2.1 0 
1.89 
2.36 

3.52 
4.27 
4.1 7 
4.65 

2.1 1 
1.74 
0.92 
2.1 4 

5.67 
6.1 4 
5.50 

3.90 
4.81 

0.1 8 
1.02 
0.87 
1.86 
2.02 
3.1 7 
3.63 
5.08 

4.40 
4.64 
4.82 
4.60 
4.44 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels 
411 711 3 4/3/1 3 Change 
1793540 1726553 66987 

397 391 6 
17931 43 17261 62 66981 

Average Levels Over the last. .. 
12 Wks. 26 Wks. 52 Wks. 
1654429 15481 56 1505709 

451 746 2565 
1653978 1547410 1503144 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last ... 
4/8/13 4/1/13 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+dernand deposits) 2457.7 2452.8 4.8 3.8% 7.1 9'0 10.3°/0 
M2 (M1 +savings+srnall t ime deposits) 10491 .0 1051 7.3 -26.3 0.2Y" 5.6% 6.9% 

Sotrrce: United S l u m  Fedeiul Reserve Bunk 

resold. st3rDb 31 lransrn 1:ed In any pnnled, eleclfonic of olner lorm, 01 s a d  lor generalfng or rnafkeling an) printed of electronic puSI.:al.rrn serv ce ?r prodLcl. 
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Selected Yields 
P A G E  9 9 7  

3Monfhs Year 
Recent Ago Ago 

(4/17/73) (1/16/13) (4/18/12) 

3Months Year 
Recent Ago Ago 

(4/17/13) (1/16/13) (4/18/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 
Prime Rate 3.25 3.25 3.25 FNMA 5.5% 
30-day CP (Al/Pl) 0.20 0.23 0.32 FNMA ARM 
3-month LIBOR 0.28 0.30 0.47 Corporate Bonds 
Bank CDs Financial (1 0-year) A 
6-month 0.09 0.1 0 0.22 Industrial (25/30-year) A 
1 -year 0.1 1 0.1 3 0.33 Utility (25/30-year) A 
5-year 0.64 0.70 1.14 Utility (25/30-year) Baa/BBB 
U.S. Treasury Securities 
3-month 0.05 0.07 0.07 Canada 
6-month 0.09 0.1 0 0.1 2 Germany 
1 -year 0.1 1 0.14 0.1 6 Japan 
5-year 0.70 0.76 0.84 United Kingdom 
1 0-year 1.71 1.85 1.98 Preferred Stocks 
1 0-year (inflation-protected) -0.67 -0.73 -0.29 Utility A 
30-year 2.90 3.05 3.13 Financial BBB 
30-year Zero 3.1 3 3.25 3.36 Financial Adjustable A 

Foreign Bonds (10-Year) 

I TAX-EXEMPT 

6.00% 

5.00% 

4.00% 

3.00 % 

2.00% 

1 .OO% 

0.00% 

Treasury Security Yield Curve 

(ears 

Bond Buyer Indexes 
20-Bond Index (GOs) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25/30-year Aaa 
25/30-year A 
Revenue Bmls (Revs) (25/3@Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 

2.1 4 
2.23 
1.93 
2.1 5 

2.79 
3.86 
3.84 
4.1 9 

1.71 
1.23 
0.60 
1.68 

5.38 
6.1 8 
5.49 

3.93 
4.30 

0.1 7 
0.76 
0.80 
1.74 
1.95 
2.94 
3.1 3 
4.88 

4.24 
4.37 
4.67 
4.47 

I Toll Road Aaa 4.39 

Source. Bloomberg Finance L.P 

Federal Reserve Data 

1.77 
1.98 
1.75 
2.23 

3.05 
3.96 
3.96 
4.31 

1.89 
1.57 
0.76 
2.00 

5.48 
5.91 
5.49 

3.60 
4.26 

0.1 9 
0.75 
0.80 
1.76 
1.89 
2.84 
3.1 1 
4.79 

4.22 
4.32 
4.63 
4.43 
4.35 

1.08 
2.14 
1.94 
2.36 

3.48 
4.21 
4.1 5 
4.62 

2.04 
1.72 
0.94 
2.1 3 

5.34 
6.44 
5.49 

3.97 
4.85 

0.21 
1.01 
0.93 
1.91 
2.1 1 
3.23 
3.66 
5.1 0 

4.45 
4.67 
4.87 
4.60 
4.44 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
41311 3 312011 3 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1 726553 1697294 29259 1607277 151 7991 1494429 

Net FreelBorrowed Reserves 17261 62 1696902 29260 1606799 1517155 1491617 
Borrowed Reserves 391 392 -1 479 836 281 2 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last ... 
411113 312511 3 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+dernand deposits) 2453.0 2443.5 9.5 2.2% 7.1% I0.3% 
M2 (M1 +savings+srnall time deposits) 1051 8.2 10450.4 67.8 1.6% 5.9% 7.1 ?o 

Source Unrrrd Siures Fedeiul Reserve Bank 
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UNS ENERGY NYSE-UN~ 

Gal. QUARTERLY REVENUES ($mill.) 
endar Mar.31 Jun.30 Sep.30 Dec.31 

2011 344.8 369.7 450.9 344.1 

2013 330 355 465 350 
2014 350 375 485 370 
Gal- EARNINGS PER SHARE A 

endar Mar.31 Jun.30 Sep.30 Dec.31 

2011 .35 .71 1.46 2 2  

2013 .25 .60 7.50 .30 
2014 .40 .75 1.65 .45 

2010 317.9 337.8 438.8 359.2 

2012 315.4 364.0 434.1 348.3 

2010 .5z .65 1.36 .a 
2012 . i 7  .64 1.21 . l a  

--JE 
lMELlNESS 3 Ralsed 4/5/l3 

FUII 
Year 

1509.5 

1500 
1580 

1453.7 

1461.8 

FUII 
Year 

2.75 

2.65 
3.25 

2.82 

2.20 

6.75 7.65 10.02 I 11.20 12.68 13.05 
32.14 32.26 32.35 I 33.22 33.50 33.58 

6.1 23.3 10.8 1 11.8 10.8 18.2 

n early Mar., June, Sept., and Dec 
'einvest. plan avail. t Shareholder invest. 
ivail. (C) In millions (0) Rate base: fair 

Rate allowed on corn eq. in '08. 

.35 1.21 .62 .77 .55 .99 
_. _ _  - _  2.1% 2.1% 2.8% 

:APITAL STRUCTURE as of 12131112 
rota1 Debt $1851.2 mill. Due in 5 Yrs $642.0 mill. 
.T Debt $1498.4 mill. 
nd. $262.1 mill. capitalized leases. 

:LT interest earned: 3.0~) 

>ension Assets-12112 $289 mill. Oblig. $380 mill. 
Dfd Stock None 

Common Stock 41,386,469 shs. 
BS of 2/13/13 
MARKET CAP $2.1 billion (Mid C a d  

LT Interest $72.0 mill. 

10.25%; earned on avg. corn. eq.. '12: 8.5%. Company's Financial Strength B+ 
Regulatory Climate: Avg. Stock's Price Stability 95 

Price Growth Persistence 85 
Earnings Predictability 35 

ELECTRIC OPERATING STATISTICS 
2010 2011 

X Chan e Retail Sales (KWH) -.8 +.4 
$.I"& use (MW 5052 5060 
4vg.hdustRevs. hi($) 6.90 7.10 
:apaatyd Peak(; 3044 3271 
'eak Laad Summw h) 2333 2334 
hnud Laad Fador (b NIA NIA 
XChagebstmenbd) +.3 t . 4  

2012 
-.7 

5086 
7.20 
2950 
2290 
NIA 
t.5 

ixed Charge h. (%) 268 251 239 
ANNUAL RATES Past Past Est'd '10-'12 
51 change (per sh) 
Revenues 
"Cash Flow" 
Earnings 
Dividends 
Book Value 

10Yn. 
1.5% 
4.0% 
7.0% 

15.0% 
7.0% 

5Yn. tO'16-'18 
.5% 1.5% 

5.0% 2.5% 
10.5% 6.5% 
14.5% 5.5% 
5.5% 5.5% 

2;i I Q T i T i P A I D  E't I FU;; 
endar Mar.31 Jun.30 Se .30 Dec.31 Year 

2010 .39 1.56 
2011 .42 .42 .42 .42 1.68 

43 I 2012 43 43 43 
2013 1 435 

T T - p - p  24.3 29.5 

.76 1 6J; ~ .90 
5.83 6.95 

17.68 18.59 19.54 
34.87 35.19 35.32 

2171.5 2259.6 2407.3 
5.1% 5.9% 5.7% 
7.5% 10.6% 8.5% 

3.2% 6.1% 3.9% 
57% I 43% I 54% 

1 1.56 .96 1 
9.85 7.26 

19.16 20.94 22.46 
35.46 35.85 36.54 

NMF I 40% I 51% 

IELATIVE 

2011 
40.89 
7.44 
2.75 
1.68 

10.13 
24.07 
36.92 

13.3 
.83 

4.6% 
1509.5 
110.0 

37.8% 

67.8% 

2758.6 
3182.3 

5.3% 
12.4% 
12.4% 
5.4% 
56% 

- 

- 
- 

- 

- 

- 

32.2% - 
- 

- 

- 
43.6 
35.2 

.El== 

...... 

2012 
35.36 
6.48 
2.20 
1.72 
1.43 

25.77 
41.34 

17.8 
1.14 

4.4% 

1461.8 
90.9 

38.0% 

- 

- 
- 

- 

- 
_ _  - 

62.3% 
37.1% 
2826.0 
3300.4 

4.5% 
8.5% 
8.5% 
2.0% 
77% 

- 

~ 

- 

31. 77.8 43.2 
5yr. 171.6 730 

36.15 38.05 Revenues per sh 
7.00 7.60 "Cash Flow" per sh 
2.65 3.25 Earnings per sh A 

1.74 7.76 Di'dDecl'dpershBat 
9.45 8.15 Cap'l Spending per sh 

26.50 27.95 Book Value per sh 
47.50 41.50 Common Shs Outst'g C 

Jold finiires are Avg Ann'l PIE Ratio 

Avg Ann'l Div'd Yield estinates 
bfle Relative PIE Ratio 

I500 1580 Revenues ($mill) 
170 135 Net ProfR ($mill) 

39.0% 40.0% Income Tax Rate 
Nil Nil AFUDC %to Net Profit 

64.5% 65.0% LongTen Debt Ratio 
35.5% 35.0% Common Equity Ratio 

3100 3325 Total Capital ( h i l l )  
3530 3775 Net Plant ($mill) 
5.0% 5.5% Return on Total Cap'l 

10.0% 1 t 5 %  Return on Shr. Equity 
10.0% 17.5% Return on Com Equity 0 

3.5% 5.5% Retained to Com Eq 
66% 55% All Dv'ds to Net Prof 

BUSINESS UNS Energy Corporation, through its subsidiaries. o p  
erates as an electric utility in Arizona. Subsidiaries include Tuscon 
Electric Power (TEP), UNS Gas, and UNS Electric. TEP segment 
serves about 406,000 retail customers in southeastem Anzona and 
accounted for 71% of '12 net income. Revenue sources: residential, 
41%; commercial, 21%; industrial, 35%; other, 3%. Copper mining 

UNS Energy posted weak results in 
2012, which largely reflects Tuscon 
Electric Power's (TEP) four-year base- 
rate freeze. Earnings plunged 20%, to 
$2.20 a share, on a modest revenue 
decline. This underperformance can be at- 
tributed to a difficult economic environ- 
ment, a n  unplanned outage at Springer- 
ville Unit 3. and TEP's "outdated retail 
rate structure" (discussed below). 
The company has been busy on the 
regulatory front. On February 4th, TEP 
entered into a settlement agreement with 
the Arizona Corporation Commission 
(ACC) staff, among others. Recall, the  
terms specify a $76 million nonfuel base- 
rate increase (over the adjusted test year 
revenues), based on a return on equity of 
10.0% and a common-equity ratio of 
43.5%. Hearings with the ACC Adminis- 
trative Law Judge (ALJ) ended on March 
8th. and management is now waiting for 
the ALJ recommended opinion and order. 
Indeed, regulatory approval is the final 
step, which is expected to take place in the 
second quarter of 2013. 
UNS Electric's rate case is pending. 
This filing calls for a 4.6% increase in an- 

is largest industry sewed. Fuels: coal, 88%; gas, 12%. 

i 6-1 a 
- 

42.15 
8.20 
3.80 
2.28 
8.00 

32.90 
41.50 
14.0 

.95 
4.1% 
1 750 

1 60 
40.0% 

Nil 
67.5% 
32.5% 

4180 
4625 
5.0% 

11.5% 
11.5% 
4.5% 
60% 

2 TEP 

__ 

- 
- 

- 

- 

- 

- 

- 

- 

- 
reported depredation rate: 4.0%. Has 1,979 employees: TEP, 
1,392; UNS Gas, 186; UNS Electric, 148; Other, 253. Chrmn. 8 
CEO: Paul J. Bonavia. Pres.: David G. Hutchens. Inc.: AZ. Address: 
88 E. Broadway Blvd., Tucson, AZ. 85701. Telephone: 520571- 
4000. Internet w.uns.com 

nual revenues (nonfuel), or $7.5 million, 
based on a return on equity of 10.5%. The 
common equity ratio would be 47.4%. 
These new rates are  expected to be effec- 
tive no later than January 1, 2014. 
Management has yet to announce 
guidance for 2013, due to uncertainty 
surrounding TEP's pending rate case. 
Assuming the  new rates a re  implemented, 
the company will likely earn a n  ap- 
propriate rate of return, which should lift 
the  top and bottom lines going forward. 
The board of directors raised the divi- 
dend. The quarterly payout increased 
slightly, to $0.435 a share. Indeed, the 
company will likely maintain its targeted 
payout ratio of between 60% and 70% over 
the long term. Moreover, total return 
potential over the 2016-2018 timeframe is 
above average for this sector. 
Despite annual dividend hikes (since 
ZOOO), the issue's yield of 3.5% is 
slightly below the utility average. On 
a positive note, shares of UNS increased a 
notch in Timeliness, to 3 (Average), largely 
due to a run-up in price over the last three 
months. 
Michelle Jensen Ma) 3. 201.2 
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ZACKS RANK. 2-BW 3 Uns Energy Corp: (NYSE: UNS) 

$47.13 0.25 f0.53%) Volume 45,825 Jun 03  io:^ AM ET 

Full Company Report 

UNS Energy Corporation is a ublity seMces holding company engaged, through its subsidianes, in the electric generation and 
energy delivery business It operates in three segments TEP. UNS Gas and UNS Electric Its TEP segment generates, 
transmits. and distnbutes electncity to retail electnc customers in southeastem Arizona This segment also sells electncity to 
other utilibes and power marketing entibes UNS Gas segment distnbutes gas to retail customers parhcularly in Mohave, 
Yavapai, Coconino and Navajo counties in northern Anzona and Santa CNZ County in southeastern Anzona Its UNS Electnc 
segment transmits and distnbutes electricity to retail customers in Mohave and Santa CNZ counties UNS Energy Corporabon 
formerly known as UniSource Energy Corparabon. is headquartered in Tucson, Anzona 

Get Full Company Report for Enlzr S}iwsI fa 

GENERAL I N ~ ~ R ~ A ~ I ~ N  
UNS ENERGY CORP 
88 EAST BROADWAY 
TUCSON, AZ 85701 
Phone: 520-571-4000 
Fax: 520-770-2089 
Web: hnpil/www.uns.com 
Email: cnorman@uns.com 

Industry UTIL-ELEC PWR 

Utilhes Sector 

Rscal Year End December 

Last Reported Quarter 03/31/2013 

Next EPS Date 08/05/2013 

- - I__^ ___  - 

PRICE AND VOLUME I ~ F ~ R ~ A T I O N  

~ - -- Zacks Rank 

Yesterday's Close 46 88 

52 Week High 51.54 

52 Week Low 37 01 

Beta 0.50 

20 Day Moving Average 231.847 20 

-- ~ II -- 
___I^- _I______ "^ I 

Target Pnce Consensus 53 00 

% Price Change 

4 Week -6 95 

12 Week -1 39 

YTD 11-91! 
_I -- ----I I 

Share Information 

Shares Outstanding (millions) 41 46 

Market Capitalizatwn -_ (millions) - 1:943 60 

Short Ratio 3 86 

Last Split Date 05/20/96 

% Price Change Relative to SBP 500 

4 Week -8 84 

-6 62 12 Week 

YTD -1 25 
I_ - - -  I - 

Dividend Information 

3 71% Dividend Yield 

Annual Dividend 51 74 
- I"I _ _  . 

Payout Ratio 0 75 

Change in Payout Ratio 

Last Dividend Payout I Amount 

0 50 

0311 " 1E013 _I_-I__ /$0 44 
~ I _  

http://www .zacks.com/stocWresearch/UNS/company -reports 6/3/20 13 
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Sub 
EPS INFORMATION 

Current (l=Strong Buy, 5=Strong Sell) 2 33 

30 Days Ago 2 33 

2 33 60 Days Ago 

061 ~ ~ - - -  Current Quarter EPS Consensus Estimate 

Current Year EPS Consensus Estimate - 
. _ _  - 

2.73 

800 Esbmated Long-Ten EPS Growth Rate 

Next EPS Report Date 
2 %3 - I _I _ _  _ _  __ _I - 90 Days Ago 

08/05/2013 

F ~ N ~ A ~ E N ~ A L  RATIOS 
PIE 

Current FY Esbmate 17 15 

Trailiig 12 Months 20 12 

PEG Ra!o 2 16 

Price Ratios 

PriceBook 1 83 

PndCash Flow 6 96 

Pnce I Sales 131 
__I_I- - 1 1 1  

Current Ratio 

03-31-13 113 

12-31-12 1 3! ~- --- _ -  
09-30-12 1 59 

Net Margin 

03-31-13 6 45 

12-31-12 6 18 

09-30-12 6 24 

Inventory Turnover 

03-31-13 6 46 

12-31-12 6 67 

6 99 09-30-12 
- I  

EPS Growth Sales Growth 

vs Previous Year 58 82% vs Prewous Year 4 16% 

vs Previous Quarter 50 00% vs Previous Quarter 4 63% 

ROE ROA 

03-31-13 914 03-31-13 2 36 

12-31-12 890 12-31-12 2 25 

2 29 09-30.!? - - __ -- - -^ -- 9 - 37 - 0 9 - 3 4 1 L  __I_ . - -_- - 

Quick Ratio Operating Margin 

03-31-13 075 03-31-13 653 

12-31-12 6 25 

09-30-12 121 09-30-12 6 32 

Pre-Tax Margin Book Value 

03-31-13 1048 03-31-13 25 55 

12-31 -12 1003 12-31-12 25 75 

09-30-12 1002 09-30-12 26 07 

Debt-to-Equity Debt t o  Capital 

~~ --ass 12-31-12 _I_____ 

03-31-13 159 03-31 13 61 38 

12-31-12 165 12-31-12 62 30 

62 29 os-sarz I--xI” -- - 65 093’t’2- lll__ll 

Tor, 12 Stochs to Bur Now 
\\\\\\ 1 %>p% ;k.klaJY>& ctrm 
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At the center of everything we do is a strong commitment to independent research and sharing its profitable discoveries with investors. This dedication to giving investos a trading 
advantage led to the creation of our proven Zacks Rank stock-rating system. Since 1986 It has nearly tripled the S&P 500 with an average gain of t26% per year. These returns cover a 
period from 1986-201 1 and were examined and attested by Baker Tilly. an independent accounting firm. 
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EXECUTIVE SUMMARY 

Based on RUCO’s analysis of UNSE’s rate application the average residential 

customer will see their monthly bill decrease from $78.59 to $77.02, a monthly 

decrease of$l.56 or a decrease of 1.99 percent. 

RUCO’s proposal is based on total revenue requirements of $162.2 million 

representing no rate increase. 

RUCO is also recommending several changes to UNSE’s CARES customers 

as proposed by the Company, however, is further proposing limiting any rate 

increase to the CARES customers. 
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NTRODUCTION 

2. 

4. 

2. 

9. 

Please state your name, position, employer and address. 

My name is Robert B. Mease. I am Associate Chief of Accounting and 

Rates employed by the Residential Utility Consumer Office (IrRUCO) 

located at I 1  10 W. Washington, Suite 220, Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the 

utility regulation field. 

Appendix 1, which is attached to this testimony, describes my educational 

background, work experience and regulatory matters in which I have 

participated. In summary, I joined RUCO in October of 201 1. I graduated 

from Morris Harvey College in Charleston, W and attended Kanawha 

Valley School of Graduate Studies. I am a Certified Public Accountant 

and currently licensed in the state of West Virginia. My years of work 

experience include serving as Vice President and Controller of Energy 

West, Inc. a public utility and energy company located in Great Falls, 

Montana. While with Energy West I had responsibility for all utility filings 

and participated in several rate case filings on behalf of the utility. As 

Energy West was a publicly traded company listed on the NASDAQ 

Exchange I also had responsibility for all filings with the Securities and 

Exchange Commission. 

1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

lirect Testimony of Robert B. Mease 
JNS Electric, Inc. 
locket No. E-04204A-12-0504 

2. 

4. 

3. 

4. 

3. 

4. 

Q. 

4. 

... 

Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s recommendations 

regarding UNS Electric, (“UNSE or “Company”) cost of service (“CCOS) 

allocation and rate design and recommend appropriate changes. 

Mr. Mease, did you perform a detailed cost of service study? 

No. While I did do a cursory review, I did not perform an in depth detailed 

study. 

Based on the review you did perform, did you see make any 

adjustments to the cost of service? 

No. I did not make any adjustments. 

When RUCO completed its review of this UNSE rate filing to 

determine the revenue requirements what was your final 

recommendation? 

After performing our analytical work RUCO’s recommended revenue was 

a decrease of $2,718,000. 
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Q. 

4. 

Q. 

A. 

Q. 

A. 

As a result of RUCO’s work completed are you recommending a rate 

decrease? 

No. RUCO is recommending that the Company maintain its current level 

of revenues and adjust rates based on restructuring of fixed and 

commodity charges. 

If RUCO is not recommending a rate increase, why is RUCO 

preparing a rate design? 

While RUCO is not recommending a revenue adjustment, the Company 

has proposed several changes in its rate design. RUCO has prepared a 

rate design to ensure that the design will be appropriate based on 

maintaining the revenues at the same level. 

Please describe RUCO’s work performed to ensure that the changes 

the Company has proposed generates a fair redistribution of 

revenues between the classes of ratepayers? 

RUCO incorporated the Company’s proposed rate structure changes into 

our model and calculated the breakdown of rates between classes of 

ratepayers based on RUCO’s recommended monthly fixed fees and 

commodity charges. Since RUCO is recommending no rate increase we 

then compared the recalculated revenues to current test year revenues to 

ensure that no rate class is materiality affected by the structure change. 

3 
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U T E  DESIGN OBJECTIVES 

a. 

4. 

3. 

4. 

Q. 

A. 

Can you please explain the Company’s overall objectives of updating 

its current rate design? 

The Company’s primary objective is to simplify the rates where possible 

and modernize its overall rate design. The Company has rates that it 

would like to eliminate for lack of participation and simplify some larger 

classes to minimize confusion. The Company is also proposing to reduce 

the number of Time of Use (“TOU”) rates to reduce customer confusion 

and encourage customers to choose the more efficient TOU rates. 

Why does UNSE feel it necessary to consolidate and simplify the 

existing rate structure? 

UNSE believes that it has created an over-abundance of choices and has 

resulted in significant customer confusion. By simplifying its rates, UNSE 

expects to reduce customer confusion and encourage customers to more 

effectively consider their rate options and possibly be more encouraged to 

choose the more efficient TOU options. 

Does RUCO propose any significant adjustments between the 

different classes of ratepayers? 

No. RUCO believes that the current classification of ratepayers is 

sufficient and proposes no reclassifications. 

4 
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RESIDENTIAL RATES 

4. 

Q. 

4. 

What has UNSE proposed for an increase in the monthly charges for 

residential rate class RES, which represents approximately 85 

percent of the customer base and generates approximately 42 

percent of the system margin? 

The Company is proposing to increase residential customer charges from 

the current $8.00 per month to $10.50 per month for the standard 

residential customer and $1 2.50 for all residential TOU customers. RUCO 

is proposing a residential charge of $9.85. 

Does RUCO agree with this large increase in monthly charges for the 

residential ratepayer? 

RUCO believes that the increase as proposed by the Company is 

excessive and provides a disincentive for the ratepayer to be energy 

efficient. With a higher monthly fixed charge the volumetric charges 

consequently are reduced. This in effect does not provide the customer 

with an incentive to be conservative. 

CARES RATES 

Q. Can you please describe UNSE’s current concerns related to the 

existing CARES ratepayers and rate structure? 

The Company’s low income rates are defined as CARES rates. UNSE 

indicates that the existing rate design is overly burdensome and 

A. 
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unreasonable. UNSE is concerned that other customers have to pay the 

subsidies created by the multiple rate options as well as the cost of 

administration. 

2. 

4. 

9. 

1. 

Does RUCO take exception to any of the changes the Company has 

proposed for CARES ratepayers? 

Yes. RUCO does not agree with changing the CARES rates for 

ratepayers at this time. More specifically, if some rates change as a result 

of rate restructuring the CARES rates should not change. 

Does this conclude your testimony on rate design? 

Yes. 
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ROBERT B. MEASE, CPA 
Education and Professional Qualifications 

EDUCATION 

Bachelors Degree Business Administration / Accounting - Morris Harvey College. 

Attended West Virginia School of Graduate Studies and studied Accounting and 
Public Administration 

Attended numerous courses and seminars for Continuing Professional 
Educational purposes. 

WORK EXPERIENCE 

Controller 
Knives of Alaska, Inc., Diamond Blade, LLC., and Alaska Expedition Company. 

All Saints Camp & Conference Center 
Financial Manager I CFO 

Energy West, Inc. 
Vice President, Controller 

Led team that succeeded in obtaining a $1.5 million annual utility rate increase 
Coached accountants for proper communication techniques with Public Service 
Commission, supervised 9 professional amou n tan ts 
Developed financial models used to negotiate an $1 8 million credit line 
Responsible for monthly, quarterly and annual financial statements for internal 
and external purposes, SEC filings on a quarterly and annual basis, quarterly 
presentations to Board of Directors and shareholders during annual meetings, 
coordinated annual audit 
Communication with senior management team, supervised accounting staff and 
resolved all accounting issues, reviewed expenditures related to capital projects 
Monitored natural gas prices and worked with senior buyers to ensure optimal 
price obtained 

Junkermier, Clark, Campanella, Stevens 
Consulting Staff 

0 Established a consulting practice that generated approximately $160k the first 
year of existence 
Prepared business plan and prqections for inclusion in clients financing 
documents 

0 Prepared written reports related to consulting engagements performed 
Developed models used in financing documents and made available for other 
personnel to use 

0 Performed Profit Enhancement engagements 
0 Participated during audit of large manufacturing client for two reporting years 



Prior to 1999, held various positions: TMC Sales, Inc. as Vice President I Controller, 
with American Agri-Technology Corporation as Vice President I CFO and with Union 
Carbide Corporation as Accounting Manager. (Union Carbide was a multi-national 
Fortune 500 Company that was purchased by Dow Chemical) 

PROFESSIONAL AFFILIATIONS 
Member - Institute of Management Accountants 
Member - American Institute of CPA's 
Past Member -WV Society of CPA's and Montana Society of CPA's 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION WITH RUCO 

Utilitv Company 

Arizona Water Company 
(Eastern Group) 

Docket No. 

W-01445A-11-0310 

Pima Utility Company W-02199A-11-0329 et al. 

Tucson Electric Power Company E-01933A-12-0291 

Arizona Water Company W-01445A-I 2-0348 
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Schedule RBM-1 
Page 1 

RUCO PROPOSED RATE DESIGN - SUMMARY 

2 
3 

4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

COMPARISON OF CURRENTVS PROPOSED 

Residential Service 
Residential Service -CARES 
Residential Time Of U s e  
Small General Service 
Small General Service Time of U s e  
Large General Service 
Large General Service 6 9  kW 
Large General Service Mining 
Interuptable Service 
Lighting 

PER SCHEDULE H-1 

Residential Service 
Residential Service - CARES 
Residential Time OI Use 
Small General Service 
Small General Service Time of Use 
Large General Service 
Large General Service 6 9  kW 
Large General Service Mining 
Interuptable Service 
Lighting 

TOTAL ADJUSTED REVENUES 

-S 

Residential Service 
Small General Service 
Large General Service 
Large General Service Mining 
Interuptable Service 
Lighting Service 

TOTAL ADJUSTED REVENUES 

COMPANY 
CURRENT 

RATES 

$ 74.923.508 
5,491,555 

157,532 
11.529.332 

7.704 
44,939,121 
14.754.841 
6,914,746 
2.856.616 

COMPANY 
REVENUE 

PROPOSAL 

$ 78.699.651 
6,100.663 

168.647 
12,444,205 

8.071 
45,053.227 
15.948.933 
7.367.851 
3.232.916 

RUCO TOTAL 
REVENUE 

REQUIREMENT 

$ 73.787.476 
5,491,940 

173.519 
11,026,824 

6.022 
45.051.241 
15,362.071 
7.367.851 
3.232.916 

RUCO 
CALCULATED 
DIFFERENCE 

$ (4,912,175) 
(608,723) 

4.872 
(1,417,381) 

(49) 
(1,986) 

(586.862) 

615.360 688.659 688,659 
$ 162,190.315 $ 169,712.823 $ 162.190.517 S 

RUCO RUCO TOTAL RUCO 
PROPOSED PROPOSED REVENNUE PERCENTAGE 

MARGIN PPFAC REQUIREMENT PER MARGIN 

$ 34.103.809 $ 
$ 2,166.713 $ 

81.737 
5,707,520 

4,239 
22.826.573 
8,839,548 
3.635.246 
1.852.794 

542.161 

39.683.667 $ 

91,782 
5.319.303 

3.783 
22,224,668 
6,522,523 
3,732,605 
1,380,122 

146.498 

3,325.227 
73.787.476 
5,491,940 

173,519 
11.026.824 

8 . W  
45,051,241 
15.362.071 
7.367.851 
3.232.916 

688.659 

42.76% 
2.72% 
0.10% 
7.16% 
0.01% 

28.62% 
1 1.08% 
4.56% 
2.32% 
0.68% 

$ 79,760.340 S 82.43C.177 $ 162.190.517 100 00% 

PERCENTAGE 

REVENUE REVENUE COUNT 

$ 79.452.934 48.69% 79.605 
11,034,845 6.80% 8.038 
60,413,312 37.25% 1.828 
7,367.851 4.54% 2 
3,232,916 1.99% 39 

688.659 0.42% 2,144 

$ 162,190,517 100.00% 91.656 

TOTAL PER TOTAL CUSTOMER 



UNS Electric, Inc. 
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Test Year Ended June 30,2012 

LINE 

Schedule RBM-2 

RUCO PROPOSED RATE DESIGN 

(A) (6) (C) (D) (E) (F) 
R U C O  P R O P O S E D  UNSE 

No. of Current Proposed BILL RATES AND REMNUE 
NO. DESCRIPTION Customers DETERMINENTS DETERMINENTS DETERMTS CHARGES CALCUIATION 

2 Customer Charge - Single-Phase 72.842 874,104 874,104 $ 9.85 $ 8,606,689 
4 
5 lst400kwhs 
6 401 kwh's and above 
7 
8 Purchased Power 8 Fue 
9 
10 TOTAL REVENUE - (RESOl) 
11 

47,882.877 49,319,363 49,319.363 $ 0.020068 $ 989,726 
650,586,553 675,308,842 675,308.842 $ 0.036291 $ 24,507.393 

698,469,430 724,628.205 724,628.205 $ 0.054764 $ 39,683,667 

698,469,430 724.628.205 724.628.205 $ 73,787,476 

12 
13 RESIDENTIAL - (RES-TOUJ 
14 Customer Charge -Single Phase 
15 .- 
16 All k W s  
17 lst400kwhs 
18 401 k W s  and above 
19 
20 Purchased Power B Fuel 
21 Summer - on peak 
22 Summer - ofi peak 
23 Wnter - on peak 
24 Wnter - off peak 
25 
26 TOTAL REVENUE - (RESOI) 
97 _. 
28 
29 RESIDENTIAL - IRES-01) CARES 
30 
31 

Customer Charge - Single Phase 
_ .  
32 Al lkWs 
33 lst400kWns 
34 401 k W s  and above 
36 

139 1,668 1,668 $ 11.72 $ 19,552 

66,328 66,328 66.328 $ 0.020068 $ 1,331 
1,676,842 1,676.842 1,676,842 8 0.036291 0 60,854 

1,743,170 1,743,170 1,743,170 S 0.095040 
$ 0.043707 
$ 0.077589 
$ 0.019327 $ 91,782 

1,743,170 1,743,170 1,743,170 $ 173,519 

6,624 79.488 79,488 $ 3.50 $ 278,208 

4,732,952 4,732,952 4,732,952 $ 0.019980 $ 94,566 
65,439,564 60,939,564 60,939,564 $ 0.029438 $ 1,793,939 

36 Purchased Power 8 Fuel 70,172,515 60,939,564 60,939.564 0 0.054566 $ 3,325,227 
3f 

38 TOTAL REVENUE - (RESOl) CARES 70,172.51 5 65,672,515 65,672.51 5 $ 5,491,940 
JY 

40 TOTAL RESIDENTIAL REVENUE 770,385,115 S 79,452,934 
A1 
42 
43 
44 
45 

A7 

SMALL GENERAL SERVICE - lSGS - 10) 
46 Customer Charge - Single-phase 8,034 96,408 

48 lst400kWns 

50 7,500 and above 

52 Purchased Power & Fuel 
53 

54 
55 

49 401 k W S  - 7.500 

51 - 

TOTAL REVENUE - (SGS - 10) 

96,408 $ 13.597270 $ 1,310,886 

5,878.211 4,927.693 4,927,693 $ 0.032915 $ 162,194 
106,484,409 89,265,673 89,265.673 $ 0.045199 $ 4,034,737 

3,419,123 2,866,244 2,866,244 $ 0.069674 $ 199,704 

115,781,743 97,059,610 97,059,610 $ 0.054805 $ 5,319,303 

115,781,743 97,059,610 97,059,610 $ 11,026,824 

56 
57 
58 Customer Charge - SinglePhase 4 48 48 $ 15.472756 $ 743 

SMALL GENERA L SERVICE - ISGS - TOUl 

- $ 0.032915 
59 

- $ 0.045199 $ 3.496 
60 lst400kWns 
61 401 k W s  - 7.500 
62 7,530andabove - $ 0.069674 
63 

- $ 0.095040 
64 
65 Summer - on peak 

Summer - off peak - $ 0.043707 
- $ 0.077589 

66 
67 Winter - on peak 
68 Wnter - off peak 6 0.019327 5 3,783 
69 

(7  

Purchased Power B Fuel 

70 TOTAL REVENUE - (SGS - TOU) $ 8,022 

72 TOTAL SMALL GENERAL SERVICE REVENUE 115,761,743 s 11,034,845 

73 PAGE 1 
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146 

Schedule REM-2 

TOTAL POWER SERVICE MINING 111,37l,411 l 11,371,411 11l.371.411 S 7,367,851 

RUCO PROPOSED RATE DESIGN 

(6)  (C) (D) (E) ( 0  
R U C O  P R O P O S E D  

(4 
UNSE 

LINE No. of Cunent Proposed BILL RATES AND REVENUE 
NO. DESCRIPTION Customers DETERMINENTS DETERMINENTS DETERMTS CHARGES CALCULATION 
14 

23.504 5 46.887138 $ 1,102,035 
75 
76 Customer Charge 1808 23,504 

LARGE GENERAL SERVICE - fLGS) 

77 .. 
78 Demand Charge 
79 Energy Charge 
80 
81 Purchased Power & Fuel 

5 13.616025 5 20,006,357 
458.062.917 458,062,917 5 0.003751 0 1,718,181 

458,062,917 458,062,917 458,062,917 $ 0.048519 $ 22,224,668 
WL 

83 TOTAL LARGE GENERAL SERVICE 458,062,917 458,062,917 458,062,917 $ 45,051,241 
Rd _ .  
83 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 
100 

LARGE GENERAL SERVICE fTOU) 
Customer Charge 

Demand Charge 
Energy Charge 

Purchased Power & Fuel 
Summer - m peak 
Summer - off peak 
Wlnter - on peak 
Wlnter - off peak 

TOTAL LARGE GENERAL SERVICE (TOU) 

$ 48.782624 

$ 13.616025 
$ 0.W3751 

$ 0.095040 
$ 0.043707 
$ 0.077589 
5 0,019327 

101 
102 
103 Customer Charge e69 kV 20 240 
104 Customer Charge >69 kV 

LARGE GENERAL SERVICE f< 69 

105 
106 
107 
108 Energy Charge 
109 
110 Purchased Power & Fuel 
111 
112 
113 Winter e 69 kV 
114 Wnter 0 6 9  kV 

Demand Charge < 69 kV 
Demand Charge > 69 kV 

Summer - < 69 kV 
Summer - > 69 kV 

115 

368,927 

189,121,721 

240 5 1,406.61 5 337.587 
5 1.406.61 

5 22.852791 5 8,431,021 
$ 17.226335 
5 0.000375 $ 70,939 

$ 0.033515 
5 0.033515 
5 0.033515 
$ 0.033515 S 6,522,523 

. .. 
116 
117 TOTAL LARGE GENERAL SERVICE (< 69 KV) $ 15,362,071 
118 
119 
120 
121 Customer Chame >69 kV 5 1.406.61 5 

LARGE GENERAL SERVICE f> 69 KVI TOU 

122 
123 
124 Energy Charge 
125 
126 Purchased Power 8 Fuel 
127 Summer - on peak 
128 Summer - off peak 
129 Winter - on peak 
130 Wnter - off peak 

Demand Charge > 69 kV 

121 

5 17.226335 5 
5 O.wO375 5 

5 0.056696 
5 0.021043 
5 0.056696 
5 0,019196 

132 
133 
134 
135 
136 LARGE POWER SERVICE MINING 
137 Customer Charge 2 24 24 $ 1,406.61 5 33,759 
138 
139 Demand Charge per kW 5 17.226335 5 3,559,713 
140 Energy Charge 111,371,411 111,371,411 111,371,411 $ 0.000375 5 41,775 

TOTAL LARGE GENERAL SERVICE (TOU) 

I d 1  . . .  
142 Purchased Power 8 Fuel 
143 One Rate 
1M 

111,371,411 111,371,411 111,371,411 $ 0.033515 $ 3,732,605 



UNS Electric, Inc. 
Docket No. E44204A-120504 
Test Year Ended June 30,2012 

174 

Schedule RBM-2 

TOTAL SMALL GENERAL SERVICE REVENUE 2,673,232 2,675,232 2,673,232 S 686,659 

RUCO PROPOSED RATE DESIGN 

(A) (B) (C) (D) (E) (F) 
UNSE R U C O  P R O P O S E D  

LINE No. of Current Proposed BILL RATES AND REVENUE 
NO. DESCRIPTION Customers DETERMINENTS DETERMINENTS DETERM'TS CHARGES CALCULATION 
I d R  . ._ 
149 INTERRUPTlBLE POWER SERVICE 
150 Customer Charge 
151 
152 Demand Charge per kW 
153 EnergyCharge 
154 
155 Purchased Power a Fuel 
155 
'I r;7 

39 468 468 $ 16.879370 $ 7,900 

$ 6.911164 $ 1,072,120 
41,411,045 41,411,045 41,411,045 $ 0.018661 $ 772,775 

41,411,045 41,411,045 41,411,045 $ 0.033327 $ 1,380,122 

.". 
S 3,232.916 158 TOTAL SMALL GENERAL SERVICE REVENUE 41,411,045 41,411.045 41,411,045 

1 59 
1M) 
161 LIGHTING DUSK TO DAWN 
162 Customer Charge 
163 
164 
165 
166 
167 
168 
169 
i 7n 

New 3U Wood Pole - Overhead 
New W Metal or Fiberglass - Overhead 
Existig Wood Pole - Undr ground 
New 30" Wood Pole (Class 6) - Undr ground 
New 3U Metal or Fiberglass - Undergorunc 
WansgeperWafi 

$ 4.266730 
s 8.533459 
$ 2.138053 
$ 6.582954 
$ 10,737155 
$ 0.055139 $ 542,161 

.. . 
176 
177 
178 
179 
180 
181 

$ 162,190,517 

PAGE 3 
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EXECUTIVE SUMMARY 

UNS Electric, Inc. (“UNSE” or “Company”) is a Class A public utility and is 
a wholly owned operating subsidiary of UNS Energy Corporation. UNSE 
is an electric utility serving approximately 91,000 retail customers in both 
Mohave and Santa Cruz Counties. UNSE also sells electricity to other 
utilities and power marketing entities in the western United States. 

On December 31, 2012, the Company filed a general rate application 
requesting a revenue increase of $7.5 million or approximately a 4.6 
percent increase over test year adjusted revenues of $164.0 million. 
Based on the Company’s proposed filing the average residential customer 
would see their monthly bill increase from $82.51 to $86.15, a monthly 
increase of $3.64. RUCO’s review and analysis of the rate application has 
identified a test-year proposed revenue decrease, however, RUCO is not 
proposing a rate reduction at this time. 

The Company is also proposing an Original Cost Rate Base (OCRB) of 
$216.6 million and a Rate of Return of 8.87% while RUCO is proposing an 
OCRB of $208.6 million and a Rate of Return of 7.13%. 

UNSE is also seeking approval of (1) Lost Fixed Cost Recovery 
Mechanism (“LFCR”) related to the Arizona Corporation Commission’s 
(“ACC”) Renewal Energy Standard (“REST”) rules and Electric Energy 
Efficiency (“EE”) rules; (2) a transmission cost adjustment mechanism; (3) 
a new approach to funding cost effective demand side management and 
energy efficiency programs; (4) modifications to its Purchased Power and 
Fuel Adjustment Clause(“PPFAC”); (5) modifications to its rate design; (6) 
modification to its Tariff, Rules and Regulations and other existing 
compliance requirements. 
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NTRODUCTION 

1. 

4. 

2. 

4. 

Please state your name, position, employer and address. 

My name is Robert B. Mease. I am Associate Chief of Accounting and 

Rates employed by the Residential Utility Consumer Office (“RUCO”) 

located at 11 10 W. Washington, Suite 220, Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the 

utility regulation field. 

Appendix 1, which is attached to this testimony, describes my educational 

background, work experience and regulatory matters in which I have 

participated. In summary, I joined RUCO in October of 201 1. I graduated 

from Morris Harvey College in Charleston, W and attended Kanawha 

Valley School of Graduate Studies. I am a Certified Public Accountant 

and currently licensed in the state of West Virginia. My years of work 

experience include serving as Vice President and Controller of Energy 

West, Inc. a public utility and energy company located in Great Falls, 

Montana. While with Energy West I had responsibility for all utility filings 

and participated in several rate case filings on behalf of the utility. As 

Energy West was a publicly traded company listed on the NASDAQ 

Exchange I also had responsibility for all filings with the Securities and 

Exchange Commission. 

1 



I 

Iirect Testimony of Robert B. Mease 
JNS Electric, Inc. 
locket No. E-04204A-12-0504 

1. 

4. 

9. 

4. 

Q. 

A. 

Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s recommendations 

regarding UNSE’s application for determination of the current fair value of 

its utility plant and property and for a permanent increase in its rates and 

charges passed on to ratepayers for utility services. 

Please describe your work effort on this project. 

I reviewed financial data provided to me by the Company and performed 

analytical procedures necessary to understand the Company’s filing as it 

relates to operating income, rate base, the overall revenue requirement for 

the Company and future rate design that the Company is proposing. My 

recommendations are based on this completed analytical work. 

Procedures performed include the in-house formulation and analysis of 

this data, the review and analysis of the Company’s responses to RUCO’s 

data requests, a review of data responses to the Commission Staff as well 

as other intervening parties, and a review of prior ACC dockets related to 

UNSE filings. 

Can you please identify the exhibits that you are sponsoring? 

Yes, I am sponsoring schedules RBM-1 through and including RBM-17. 

2 
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1. 

4. 

Please summarize the adjus.inents to rate base and operating 

income issues addressed in your testimony. 

My testimony addresses the following issues: 

RATE BASE ADJUSTMENT SUMMARY 

Rate Base Adiustment No. 1 - Gross Utility Plant in Service 

RUCO is recommending a reduction of Gross Utility Plant in Service by 

$8,662,369 as a result of RUCO’s proposed reduction to Company 

proposed Post Test Year Plant. 

Rate Base Adiustment No. 2 -Accumulated Depreciation 

RUCO is recommending a reduction in Accumulated Depreciation related 

directly to its proposed reduction in Post Test Year Plant. In addition, 

RUCO is recommending an additional reduction in Accumulated 

Depreciation resulting from the Company’s proposal to calculate a Net 

Negative Salvage (“NNS”) rate for inclusion in calculating depreciation 

expense. In total RUCO is recommending a reduction in Accumulated 

Depreciation of $783’1 I 1. (See also RUCO’s Operating Expense 

Adjustment Nos. 6) 

Rate Base Adiustment No. 3 - Allowance For Working Capital 

Cash Working Capital should be increased by $104,000 based on 

adjustments to several operating expense accounts. 

3 
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OPERATING INCOME ADJUSTMENT SUMMARY 

Operating Income Adiustment No. 1 - Payroll Expense 

RUCO is recommending a $107,467 reduction in payroll expenses. 

RUCO does not agree with the methodology employed by the Company in 

its calculation of the test year adjustment. 

Operating Income Adiustment No. 2 - Payroll Tax Expense 

RUCO is recommending a reduction in payroll tax expense of $9,238 as a 

result of reducing payroll expenses. (See Operating Income Adjustment 

No. 1). 

Operating Income Adiustment No.3 - Incentive Compensation Adiustment 

RUCO believes that incentives paid to employees should be split 

between the shareholders and ratepayers. The proposed adjustment 

reduces operating expenses by $51 ,51 8. The calculation also includes an 

adjustment for payroll taxes associated with the reduction in incentive 

compensation. 

Operating Income Adiustment No. 4 - Officers and Directors Insurance 

RUCO believes that officers and directors insurance expense should be 

the responsibility of the shareholder as well as the ratepayer and should 

be shared equally. RUCO’s proposal reduces the Company’s operating 

income by $44,188. 

4 
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Operating Income Adiustment No. 5 - lniuries and Damages 

RUCO is recommending a reduction in injuries and damages of $323,333. 

Included in the Company’s three year averaging was an extraordinarily 

large expense of $1 million that appears to be a one-time charge. 

Operating Income Adiustment No. 6 - Depreciation Expense 

RUCO is recommending that test year depreciation expense be reduced 

by $546,885 as a result of RUCO’s proposed reduction in post-test year 

plant. RUCO is also recommending that test-year depreciation expense 

be reduced by $90,125 related to RUCO’s proposal to eliminate the NNS 

calculation on the Company’s generating assets. 

Operating Income Adiustment No. 7 - Rate Case Expense 

The Company’s request for the recovery of rate case expense is 

excessive and should not be borne entirely by UNSE’s ratepayers. RUCO 

is proposing that Company rate case expense of $400,000 be approved 

by the Commission. 

Operating Income Adiustment No. 8 - Propertv Tax Expense 

RUCO proposes an adjustment to property tax expense, of $1 06,515 is as 

a result of the proposed reduction in the Company’s plant assets. 

5 
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Operating Income Adjustment No. 9 - Income Tax Expense 

RUCO is proposing that current year‘s income tax expense be increased 

by $564,570. 

iEVENUE REQUIREMENTS 

2. 

4. 

Please summarize the results of RUCO’s analysis of the Company’s 

filing and identify RUCO’s recommended revenue increase, 

operating income requirement as well as the Company’s Original 

Cost Rate Base (OCRB) and Fair Value Rate Base (FVRB). 

RUCO is recommending no increase in revenues based on the results of 

RUCO’s analysis as follows: 

000’s UNSE RUCO 

Inc. (Dec) in gross revenue $7,522 ($2,718) 

Increase in revenues required 4.59% (1.66%) 

RUCO is recommending operating income levels as follows: 

000’s UNSE RUCO - DIFF. 

Required operating income $ 19,214 $ 13,726 ($5,488) 

RUCO is recommending OCRB and FVRB as follows: 

000’s UNSE RUCO DIFF. 

Original Cost Rate Base $216,575 $208,653 ($ 7,922) 

Fair Value Rate Base $286,326 $275,819 ($ 10,507) 

6 
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RATE BASE ADJUSTMENT DETAILS 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Can you please explain your determination of the FVRB as shown on 

Schedule RBM-I? 

RUCO’s determination of the WRB consists of three elements. First, the 

value of the OCRB was restated to reflect RUCO’s adjustments to the rate 

base elements. Second, the value of RCND (Reconstruction Cost New 

less Depreciation) was computed by multiplying RUCO’s adjusted OCRB 

by the ratio of the Company’s OCRB to its RCND as filed. Third, the 

FVRB was computed on an equally weighted basis (50/50 split) between 

RUCO’s OCRB and RUCO’s re-computed RCND. 

Can you elaborate on the adjustments RUCO is proposing to the 

OCRB? 

Yes. I will describe each of the adjustments that RUCO is recommending 

to the OCRB as filed by the Company. 

Rate Base Adiustment No. 1 - Post-Test Year Plant 

Can you please explain the Company’s proposed adjustment to rate 

base and their request to include post-test year plant? 

Yes. The Company is proposing to include $14.4 million in post-test year 

plant and is broken down into two separate components. The first being 

described as Post-Test Year Plant - Renewable, $5.7 million and the 

remaining $8.7 million described as Post-Test Year Plant in Service. 
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2. 

4. 

2. 

4. 

Q. 

4. 

Q. 

A. 

Does RUCO agree with the Company’s Proposal? 

RUCO agrees with the Company’s request to include the renewable plant 

but takes exception to the remaining post-test year plant. 

Why does RUCO agree with the inclusion of renewable plant in post- 

test year additions? 

RUCO believes that Company’s investment in renewable energy projects 

and/or products are conforming to the renewable energy standard as 

required by the Arizona Corporation Commission and exceptions should 

be made in these special cases. 

Why does RUCO take exception to the remaining plant being 

included in rate base? 

RUCO does not believe that these ordinary routine types of investments in 

plant assets require extra ordinary post-test year treatment. RUCO also 

opposes these types of post-test year inclusions on the basis that it would 

violate the basic principles of ratemaking and would result in a mismatch 

with test year revenues, expenses and rate base. 

Has UNSE requested post-test year plant be included in prior rate 

cases? 

Yes. The Company requested the inclusion of post-test year plant in the 

last rate case and was denied. As described in Decision No. 71914: 
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“Pro forma adjustments are defined in Arizona Administrative Code 
(“A.A.C.’’) R14-2-103(A)(3)(i) as adjustments to actual test year 
results and balances to obtain a normal or more realistic 
relationship between revenues, expenses and rate base.” 

“We find that UNSE has not demonstrated that these plant 
investments are anything other than ordinary, routine investments 
in plant required to be made by a utility to maintain its service and 
reliability. To allow these post-test year investments into rate base 
would distort the level of investment needed to provide adequate 
and reliable service to UNSE’s customers during the test year and 
would not reflect a “normal or more realistic relationship between 
revenues, expenses and rate base.” 

Q. 

A. 

Q. 

A. 

In summary can you again explain RUCO’s position on the 

Company’s request to include post-test year plant as part of rate 

base? 

Yes. RUCO proposes the inclusion of Post -Test Year Renewable Plant 

while further recommending the exclusion of Post-Test Year Plant In 

Service. 

Rate Base Adiustment No. 2 - Accumulated Depreciation 

What adjustments has RUCO recommended to the Company’s 

Accumulated Depreciation accounts? 

RUCO is recommending two adjustments; totaling $637,010 to the 

Company’s proposed test year accumulated depreciated balance. The 

first adjustment for $546,885 represents a reduction to accumulated 

depreciation based on RUCO’s proposal to eliminated Post-Test Year 

Plant In Service. RUCO’s second adjustment of $90,125 relates to 
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RUCO’s recommendation to reverse the increase in depreciation resulting 

from the NNS calculation on the Company’s generating assets. 

3. 

9. 

Q. 

A. 

Q. 

A. 

Why is RUCO not in agreement with the NNS adjustment the 

Company is proposing for its generating assets? 

First of all, there was no depreciation study completed in this rate filing. In 

the last rate case filing a depreciation study was performed, and the 

outcome identified a recorded depreciation reserve of $1 94,357,557 and a 

corresponding computed reserve of $1 85,594,056. The excess reserve 

was to be amortized over the weighted-average remaining life of the 

assets in each category. 

What is the significance of this $8,763,501 difference between the 

book reserve and the computed reserve as calculated in the last 

depreciation study? 

Basically this difference indicates that the ratepayer had paid an excessive 

amount in their rates over the years and the Company had over-collected 

too much in rates to recover their annual depreciation expense. 

Why is this important in this rate case? 

By increasing the annual depreciation rates for the Corn any’s generating 

assets UNSE will continue to collect more in depreciation expense 

10 
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recovery than should be allowed and the imbalance between book reserve 

and actual reserve will again continue to increase. 

?ate Base Adjustment No. 3 - Allowance for Working Capital 

2. 

4. 

Is RUCO recommending an adjustment to the Company’s calculation 

of working capital? 

RUCO is proposing a reduction in UNSE’s cash working capital 

requirements by $1 03,790. RUCO’s adjustments result from reducing the 

Company’s proposed operating expenses that have a direct effect on 

working capital requirements. 

DPERATING INCOME ADJUSTMENT DETAILS 

1. 

4. 

Is RUCO recommending changes to the Company’s proposed test 

year operating revenues and expenses? 

Yes. The Company proposed numerous adjustments to its historical test 

year operating income. RUCO analyzed the Company’s adjustments and 

proposed several changes. In addition, RUCO is recommending 

additional adjustments based on data requests provided by UNSE. 

RUCO’s adjustments to operating income are explained as follows. 

11 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Iirect Testimony of Robert B. Mease 
JNS Electric, Inc. 
locket No. E-04204A-12-0504 

7. 

4. 

I. 

4. 

Q. 

Operating Income Adjustment No. 1 - Pavroll Expense 

Did UNSE make test year adjustments related to payroll increases? 

Yes. UNSE calculated payroll increases and included a test year 

adjustment. 

Does RUCO agree with the calculation and can you explain the 

methodology used by UNSE in calculating wage increases? 

No. RUCO does not agree with the method used. The Company took the 

average Operation and Maintenance total wages for years 201 1 and 2012, 

and then calculated a 2.65 percent increase for years 2013 and 2014. The 

total calculated increase for both years 2013 and 2014 were then included 

as a test year adjustment. RUCO takes the position that including a 

second year of anticipated increases is too far removed from the test year 

to be included as an adjustment and is recommending that the calculated 

increase of $107,467, computed as the increase for year 2014, be 

removed from test year adjustments. 

Operating Income Adjustment No. 2 - Payroll Tax Expense Adjustment 

Why is RUCO making an adjustment for payroll tax expenses? 

RUCO is recommending a reduction in payroll tax expense of $9,238 

resulting from the proposed reduction of payroll expenses, $1 07,467. 
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2. 

4. 

2. 

4. 

Q 

A. 

Is RUCO recommending any other adjustments to payroll tax 

expenses? 

No. 

Operating Income Adiustment No. 3 - Incentive Compensation Expense 

Can you please explain operating income adjustment 4? 

RUCO believes that &I incentives paid to employees should be split 

between the shareholders and ratepayers. UNSE excluded 50 percent of 

the incentive payment made to officers but maintained 100 percent of 

payments to all other employees. The Commission’s normal practice is to 

approve the sharing of incentive payments between shareholders and 

ratepayers. (See UNS Gas, Inc. Decision No. 70011, UNS Electric 

Decision No. 70011 and Southwest Gas Decision No. 70665) In addition, 

there is no assurance that incentive payments included as a test year 

adjustment will be paid out in future years as they are based on 

performance. 

Can you identifv incentive plans available to emplovees of UNSE? 

All TEP non-union employees, including officers, participate in UNS’s 

short -term incentive Performance Enhancement Plan (PEP) which is tied 

to annual compensation. The structure determines eligibility for certain 

bonus levels by measuring UNS’s performance as it impacts investors, 

customers, community/environment and employees. 
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2. 

4. 

a. 

4. 

Q. 

A. 

Has the Company included long-term incentive plan payments in the 

test year adjustments? 

No. The Company has not included long- term incentive plan payments 

as an adjustment. 

Operating Income Adjustment No. 4 - Officers and Directors Insurance 

Can you please explain RUCO’s adjustment to Officers and Directors 

Insurance Expense? 

RUCO believes that Officers & Directors Liability Insurance expense is the 

type of expense that should be shared equally between ratepayers and 

shareholders. RUCO has reduced test year ACC Jurisdictional operating 

expenses by $44,528 representing a 50/50 split between the shareholder 

and the ratepayer. 

Why does RUCO believe this expense should be equally shared? 

Officers & Directors Liability Insurance is primarily for the purpose of 

protecting officers and directors from potential lawsuits. In many cases 

these lawsuits are from irate shareholders. Benefits paid out under this 

insurance coverage provides cash available to shareholders that would 

have been paid by the Company had the Company not had such liability 

insurance coverage in place. It also provides the Company with the ability 

to attract and retain qualified directors and officers as they are relieved 

from personal liability when making decisions on behalf of the Company. 
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2. 

I. 

a. 

9. 

Q. 

4. 

Has the ACC approved a 50150 sharing of Director’s & Officers (D&O) 

Insurance expense in past rate case filings? 

The adjustment representing a 50/50 sharing of D&O insurance was 

proposed in Southwest Gas Corporation’s most recent rate case (Docket 

N0.G-O1151A-10-0458). This case resulted in a settlement adopted in 

Decision No. 72723 which incorporated the proposed sharing of the D&O 

expense on a 50/50 percent basis. 

Operatinq Income Adiustment No. 5 - lniuries and Damages 

Has RUCO proposed an adjustment to the Company’s normalization 

of injuries and damages? 

Yes, RUCO is recommending a reduction to UNSE’s normalization of this 

account. The Company used a three year period and calculated average 

injuries and damages as a test year expense. In year one of the three 

year period an extraordinary one million dollar expenditure was included. 

Is averaging allowed for rate making purposes in calculating 

adjustments to expense accounts? 

Yes, averaging is acceptable but extraordinary expenses should not be 

included. Extraordinary expenses inflate test year expenses as is the 

case in the filing. 
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2. 

4. 

2. 

4. 

a. 
4. 

What adjustment is RUCO proposing? 

RUCO has proposed a $323,333 reduction in test-year injuries and 

damages expense. 

Operatinq Income Adiustment No. 6 - Depreciation Expense 

Please explain RUCO’s proposed adjustments to the Company’s 

test-year depreciation expense as filed. 

RUCO is recommending two adjustments; totaling $637,010 to the 

Company’s proposed test year accumulated depreciated balance. The 

first adjustment for $546,885 represents a reduction to accumulated 

depreciation based on RUCO’s proposal to eliminated post-test year plant. 

RUCO’s second adjustment of $90,125 relates to RUCO’s 

recommendation to reverse the increase in depreciation resulting from the 

NNS calculation on the Company’s generating assets. (See Rate Base 

Adjustment No. 2). 

Operating Income Adiustment No. 7 - Rate Case Expense 

Please explain your adjustment to Rate Case Expense. 

The Company has proposed recovery of $500,000 for rate case expenses 

for outside services and requests to amortize this expense over a two and 

one-half year period. RUCO believes the Company’s proposed rate case 

expense is not reasonable, and should be reduced when compared with 
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rate case expense in prior rate case submissions that have been 

approved by the Commission 

a. 

4. 

2. 

4. 

Q. 

4. 

Has RUCO proposed an adjustment to UNSE’s level of rate case 

expense to be recovered from ratepayers? 

Yes. RUCO proposes a more reasonable level of rate case expense of 

$400,000 and further proposes an amortization period of three years 

rather than the two and one-half years being proposed by the Company. 

How did RUCO arrive at its adjustment to rate case expense? 

RUCO compared the Company’s proposed level of rate case expense to 

rate case expense that was approved in other rate cases before the 

Commission. Based on this review, RUCO believes that the Company’s 

request is not reasonable in this case and should be reduced to a more 

reasonable level. 

What other cases did RUCO review? 

RUCO reviewed the last two UNS Gas cases (Decision No. 73142, Issued 

May, I, 2012; and Decision No. 71623, issued April 14, 2010). The 

amount approved by the Commission was $400,000 and $300,000 

respectively. Also, in the most recent UNS Electric rate case filing the 

Commission approved rate case expense recovery of $300,000 (Decision 

No. 70360, issues May 27,2008). 
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2. 

4. 

3. 

4. 

Q. 

A. 

Operatinq Income Adiustment No. 8 - Property Tax Expense 

Does RUCO accept the Company’s methodology in calculating 

property tax expense? 

Yes. The method used by the UNSE in this rate case to calculate property 

taxes is consistent with prior cases as filed and has been accepted by the 

Commission. 

Why is RUCO making an adjustment to the Company’s property 

taxes as filed? 

RUCO is proposing a reduction in gross plant in service by $8,770,462, as 

discussed in Rate Base Adjustment No. 1. As a consequence of 

excluding plant from rate base the property taxes associated with the 

proposed reduction in plant is also reduced. The reduction in allowable 

property taxes based on the recalculated expense is $1 0631 5. 

Operating Income Adiustment No. 9 - Income Tax Expense 

Has RUCO made an adjustment to Income Tax Expense as filed by 

the Company? 

Yes. RUCO has adjusted this expense based upon the methodology that 

is used in all rate applications reviewed by RUCO. 
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2. 

4. 

Q. 

A. 

Q. 

A. 

Can you explain the method utilized in calculating income tax 

expense both for the test year adjustment as well as the method 

used in calculating the tax effects of proposed revenue adjustments? 

When calculating income tax expense for rate making purposes RUCO 

begins with operating income before taxes and from that amount will 

deduct Arizona income taxes due and interest synchronization. (Interest 

synchronization is calculated as follows: Adjusted ACC Jurisdictional Rate 

Base X Weighted Cost of Debt) The two results, Arizona income taxes 

and interest synchronization, are multiplied by the statutory Federal 

Income Tax Rate. In this case RUCO has used 34 percent as the 

statutory Federal Income Tax Rate. 

When applying this methodology to the RUCO’s proposed test year 

operating income what was the result? 

There is an income tax expense increase of $564,570 proposed by RUCO 

which increases the Company’s operating expenses. 

Was there an adjustment to income tax expense after RUCO’s final 

revenue requirement was determined in this rate filing? 

Yes. The decrease in income tax expense related to RUCO’s adjusted 

revenue requirement is $1,054,335. 
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'URCHASED POWER AND FUEL ADJUSTMENT CLAUSE- ("PPFAC") 

2. 

4. 

1. 

9. 

Does UNSE currently have a PPFAC in place? 

Yes. UNSE currently has a PPFAC in place and Commission Decision 

No. 70360, May 27, 2008, approved the current PPFAC mechanism 

through which it recovers or refunds its purchased power and fuel 

expenses. 

Can you explain the basic concept of the PPFAC? 

The PPFAC is a mechanism approved by the Commission that allows the 

Company to recover its purchased power and fuel expenses. The 

allowable expenses to be recovered in the PPFAC include fuel and 

purchased power costs incurred to provide service to retail customers as 

well as direct costs of contracts used for hedging the system fuel and 

purchased power. The specific cost components include FERC accounts: 

501 - Fuel and Steam; 547 - Fuel Other Production; 555 - Purchased 

Power; and 565 - Wheeling - Transmission of Electricity by Others. 

Specific dates are identified for filing updates to the forward and true up 

components and for the PPFAC rate with all component calculations, 

including supporting data. UNSE also has the ability to request an 

adjustment for the forward component at any time during the year should 

an extraordinary event occur. Finally, short-term wholesale sales revenue 
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recorded in FERC Account 447 is credited back to customers through the 

PPFAC. 

2. 

4. 

1. 

4. 

Has the Company proposed any changes to the PPFAC in this rate 

application? 

Yes. The Company is proposing to ( I )  eliminate the base fuel rate and 

recover all fuel and purchased power costs through the PPFAC; (2) 

develop multiple PPFAC rates to differentiate between on-peak and off- 

peak, winter and summer voltage levels at which customers receive 

service; (3) add several additional costs that would be recovered through 

the PPFAC. These additional costs include any credit costs and broker 

fees associated with power supply and procurement, and recovery of 

future greenhouse gas costs 

Does RUCO agree with including these changes being proposed by 

the Company? 

No. RUCO does not agree with making changes to the PPFAC at this time 

for the following reasons: 

Additional Costs to be Included in PPFAC 

RUCO does not believe adding other costs to the PPFAC adjustor add 

value to the ratepayer at this time. Costs related to broker fees and credit 
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expenses is immaterial and should remain as part of O&M expenses in 

base rates. 

Eliminate the Base Fuel Rate and Recover All Fuel and Purchased Power 

Costs Throuqh the PPFAC 

In the past the Commission has consistently found it in the public interest 

to have a portion of purchased power and fuel costs remain in base rates. 

Having a portion of fuel costs embedded in base rates creates an 

appropriate sharing of risk between both the shareholder and ratepayer. 

Under UNSE’s proposal, all risk is shifted to the ratepayer and there is no 

incentive to contain purchased power and fuel costs. 

Q. 

A. 

Is UNSE proposing additional adjustor mechanisms in this rate case 

submission? 

Yes. The Company has proposed two new adjustor mechanisms. The 

first adjustor is a Lost Fixed Cost Recovery (“LFCR”) mechanism and the 

second adjustor is a Transmission Cost Adjustor (“TCA’’) mechanism. 

UNSE is also proposing a new way to determine the energy efficiency 

program costs that will be recovered through UNSE’s existing Demand 

Side Management Surcharge (“DSMS”). 
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-0ST FIXED COST RECOVERY WE 

2. 

9. 

Q. 

A. 

HANISM - (“LFCR”) 

Is UNSE proposing a revenue decoupling mechanism? 

Yes. UNSE is requesting a LFCR to recover kWh sales that are lost as a 

result of complying with the Commission’s EE Rules and REST Rules. 

The mechanism is designed to recover lost margins (non-fuel) due to 

reductions in kWh sales as a result of these programs. “The LFCR that 

the Company is requesting is very similar to the Commission-approved 

mechanisms in the APS, TEP and UNS Gas rate cases that were decided 

in recent rate case decisions.”’ 

Can you please explain how the LFCR will work as proposed by the 

Company? 

In summary, the LFCR will work as follows: 

(1) Quantify the lost level of kWh sales by class from EE programs; 

(2) Quantify the lost level of kWh sales by class from DG and net metering 

programs; (3) Adjust for any residential customers who have chosen to 

contribute to the lost margins in the form of a fixed option; (4) Price the 

lost kWh sales in each class by the tail block margin rate if no Demand 

Charge is in place for that rate class, or the per kWh rate plus one half of 

the value of the Demand Charges for the class if Demand Charges are in 

place for that class; (5) Compare the total dollars recovered from the last 

year based on actual sales and determine if any over or under collection 
~~ 

See Mr. DeConcini’s testimony page 12 1 
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has occurred; (6) Add any carryover from the prior year (amount that the 

prior year’s year-over-year increase was in excess of 2 percent of total 

revenues) and any over or under collection from the prior year; 

(7) Compare this total to the total estimated retail revenues for the 

Company; (8) Carryover any amount the year over year increase is in 

excess of 2 percent; (9) Add in the prior year’s allowed amount to the 

allowed amount for the current year and divide this amount by the 

forecasted total sales for the Company to determine the per kWh rate 

application for the subsequent year; and (I 0) Submit these calculations 

and the proposed tariffs to the Commission by May 15 of each year for an 

anticipated effective date of July1 . 

Q. 

A. 

Will UNSE’s LFCR mechanism provide an “opt-out” provision for 

residential ratepayers? 

Yes. Residential ratepayers will have the option of choosing a fixed 

monthly charge if they prefer not to be charged the variable rate based on 

kWh usage. The Company has proposed a fixed monthly option of $2.50 

in months where usage is less that 2,000 kWh and will be an incremental 

increase to $6.50 for the months when usage exceeds 2,000 kWh. 
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1. 

4. 

2. 

A. 

Has UNSE proposed an annual LFCR incremental cap that can be 

passed through to affected ratepayers? 

Yes. The Company has proposed an annual 2 percent year-over-year cap 

based on total Company revenues that will be applied to the adjustment. 

Any amount in excess of the 2 percent year-over-year cap will be 

deferred, with interest, for collection until the first future adjustment period 

in which including such costs would not cause the annual increase to 

exceed the 2 percent cap. The Company intends to calculate a per kWh 

rate that will be applied to all customer classes as an energy rate. Since 

the EE and DG related losses are cumulative, the prior years accumulated 

losses will be added to the current year’s allowed losses for purposes of 

determining the allowed kWh rate. But no individual year’s increase will 

exceed 2 percent. 

Has the Company estimated the initial impact on ratepayers in the 

LFCR mechanism is approved by the Commission? 

Yes. The Company has estimated that the initial impact on customer 

billings will be $0.001426 per kWh effective July 1, 2014. (Lost margins 

are estimated at $2.5 million cumulative for years 2012 and 2013). If the 

year 2013 were considered separately the adjustment would be 

$0.000585 per kWh which would be less than the 2 percent cap. 
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2. 

\. 

2. 

4. 

What has been RUCO’s position on adjustor mechanisms in past rate 

applications? 

RUCO has opposed adjustor mechanisms in many rate applications in the 

past. However, RUCO has also recommended that adjustors be approved 

by the Commission when the circumstances warrant. For example, 

RUCO agreed with the Arsenic Cost Recovery Mechanism (“ACRM”) 

when the Federal Government changed the level of acceptable arsenic 

contained in water. RUCO has agreed with a LFCR with an “opt out” in 

the recent APS and UNS gas cases. Given that the Commission has 

mandated that UNSE comply with certain Energy Efficiency programs a 

partial adjustor mechanism is appropriate provided that the customer have 

the option to “opt out.” 

Does RUCO agree with LFCR as proposed by UNSE? 

RUCO agrees with the concept of the LFCR mechanism as proposed by 

UNSE with several changes. Again, RUCO has agreed to this limited form 

of adjustor mechanism to meet the Commission’s Energy Efficiency 

Standard going forward because of the ratepayer’s option to a fixed 

monthly rate. 
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a. 

9. 

Q. 

A. 

Does RUCO agree with the two percent cap on total company annual 

revenues as proposed by the Company? 

No. RUCO believes that a two percent cap is high and a more appropriate 

cap should be set at one percent, including the first year the adjustor goes 

into place. A one percent cap has been approved by the Commission in 

Decisions related to APS, UNS Gas and most recently the TEP decision. 

Any amount in excess of the one percent would be deferred for collection 

until the first future period in which such costs would not cause the annual 

increase to exceed the cap. Interest would be calculated on the deferred 

balance at the one-year Nominal Treasury Constant Maturities rate 

contained in the Federal Reserve Statistical Release H-15 and will be 

adjusted annually. 

Does RUCO agree with the Company’s “opt-out’’ provision as 

proposed by the Company? 

No, RUCO agrees with the concept of an “opt-out” provision as it provides 

rate stability and provides a better price signal to encourage reduced 

consumption. However, RUCO believes that the Company’s proposed 

cost of the “opt-out” provision presents an excessive burden to residential 

ratepayers. The average bill for residential ratepayers is $83.00 and 

compared to the lowest “opt-out” provision of $2.50 in months where 

usage is less than 2,000 kWh, the increase to the average ratepayer, for 

the LFCR mechanism would be approximately 3 percent. RUCO believes 
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that a maximum increase for the “opt-out” provision should be no more 

than one percent. 

a. 

4. 

Has RUCO reviewed the Plan of Administration (“POA”) as proposed 

by UNSE? 

Yes. RUCO has reviewed the POA and is proposing two changes. The 

first change to the POA is the reporting dates to the Commission. RUCO 

believes that submitting Compliance Reports by.May 15th of each year 

and expecting a turn around by July lst doesn’t provide the ACC Staff with 

sufficient time for review. A later date in the year should be identified. 

The second change that RUCO proposes to the POA is in Section 3, 

LFCR ANNUAL INCREMENTAL CAP. The Company has proposed that 

in the first year of implementing the adjustor the cap should be more than 

the cap in future years. RUCO recommends a one percent cap for all 

years in going forward including the initial year of implementation. 
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Q. 

4. 

Q. 

A. 

TRANSMISSION COST ADJUSTMENT MECHANISM (‘‘TCA”) 

Can you please explain The Transmission Cost Adjustment 

Mechanism (“TCA”) as proposed by the Company? 

The TCA will provide UNSE with the timely recovery of transmission costs 

associated with serving retail customers at the level approved by FERC.’ 

UNSE’s proposed base rates include a transmission component based on 

the Company’s OATT (Open Access Transmission Tariff). The FERC 

approved OATT rates are designed to recover transmission costs from 

users of the Company’s transmission facilities. The OATT rates are 

recalculated and reset annually through a FERC-approved formula using 

data contained in the Company’s FERC Form 1 filing. As described in Mr. 

DeConcini’s testimony the TCA will enable UNSE to recover future 

changes in the OATT rate. Also, the TCA may reduce the frequency of, 

and need to file general rate cases, thereby reducing the impact on 

customers and reducing the amount of Commission resources expended 

on UNSE rate filings and related issues. 

Has the Commission approved this type of adjustor mechanism in 

past rate cases? 

The Commission initially approved a TCA for APS in Decision No. 67744 

and modified the TCA process for APS in Decision No. 731 83. 

See Mr. DeConcini’s testimony page 15 
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2. 

I. 

7. 

9. 

Does RUCO agree with this adjustor mechanism? 

RUCO would not oppose this adjustor if the Commission decides to 

implement this mechanism. 

ENERGY EFFICIENCY RESOURCE PLAN (“EERP”) 

Can you please describe the Energy Efficiency Resource Plan, 

(“EERP”) that the Company is proposing? 

UNSE proposes a 3 year plan period commencing January 1, 2014 

through and including December 31, 2016 with a budget of approximately 

$23 million covering the 3 year period. Rather than adding the recovery of 

this DSM/EE investment to base rates, the Company proposes that the EE 

Resource Plan use the DSMS for recovery of the approved DSM/EE 

program. The EERP capitalizes the program costs of the Plan and 

amortizes recovery over a 4 year period. The Company is further 

proposing that the authorized Rate of Return plus a 200 basis point 

premium be added to the cost of equity and applied to the amount spent 

on the EE programs and recover it over the same 4 year period. The 

EERP creates a regulatory asset for recovery of the revenues spent on EE 

programs. 

UNSE’s proposal includes a Plan of Administration that includes a Societal 

Cost Test Template that UNSE would use to determine cost effectiveness. 

It also authorizes UNSE to select and administer DSM/EE programs it 
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independently determines to be cost effective over the three years of the 

EERP consistent with the approved annual budget. 

Q. 

4. 

What is RUCO’s proposal regarding UNSE’s EERP? 

RUCO opposes the EERP because it is not in the best interest of 

ratepayers for the following reasons: 

1. 

2. 

3. 

4. 

By capitalizing program costs and applying carrying costs, the 

ratepayers may end up paying more for the EE programs than if 

these costs were expensed. 

The rate of return plus 200 basis points premium that is applied to 

the DSM/EE program costs constitutes a performance incentive 

that is not based on actual performance and rewards spending over 

the EE savings. 

The 3 year term unnecessarily binds future Commissions to 

spending levels and program structure. 

The EERP eliminates significant Commission oversight as there are 

no annual adjustments required. The budgets and DSMS will have 

been determined in advance in this rate case based on the 

scheduled investment from January, 2014 through December 31, 

2016. 

31 



2 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

lirect Testimony of Robert B. Mease 
JNS Electric, Inc. 
locket No. E-04204A-12-0504 

3. 

4. 

Q 

4. 

Is UNSE’s proposal and RUCO’ recomm ndations rery similar to 

those as proposed in TEP’s most recent rate case under Docket No. 

12-0291? 

Yes. The Company’s as well as RUCO’s proposals are basically the 

same. 

What was final outcome regarding the TEP EERP as filed? 

On February 4, 2013, Staff of the Arizona Corporation filed a copy of a 

proposed settlement agreement (“Settlement Agreement”). TEP, RUCO 

ACC Staff and other intervenors to the case are signatories to the 

Settlement Agreement. After weighing all of the evidence presented 

during a subsequent hearing in the case, the Administrative Law Judge 

issued a Recommended Opinion and Order (“ROO”) on May 17, 2013 

adopting the settlement agreement. During the regular open meeting held 

on June 11, 2013, the ACC Commissioners adopted an amended to the 

ROO. The Commissioners final decision kept the existing energy 

efficiency programs in place under the current cost recovery mechanism 

and ordered the establishment of a generic docket to study energy 

efficiency programs and other methods of recovery. 
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Q. 

A. 

Q. 

A. 

Based on the ACC Commissioners decision in the latest TEP rate 

filing, what recommendation is RUCO proposing in this case? 

RUCO is recommending that the Company’s EERP, as filed, be rejected 

at this time and that their existing energy efficiency programs be 

maintained and kept in place. Once the study is completed, and a final 

decision has been made by the Commission, than UNSE can move 

forward with the Commission’s approved energy efficiency programs 

including the approved methods of recovery. 

Does this conclude your testimony? 

Yes. 
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EDUCATION 

Bachelors Degree Business Administration / Accounting - Morris Harvey College. 

Attended West Virginia School of Graduate Studies and studied Accounting and 
Public Administration 

Attended numerous courses and seminars for Continuing Professional 
Educational purposes. 

WORK EXPERIENCE 

Controller 
Knives of Alaska, Inc., Diamond Blade, LLC., and Alaska Expedition Company. 

Financial Manager I CFO 

Energy West, Inc. 
Vice President, Controller 

All Saints Camp & Conference Center 

Led team that succeeded in obtaining a $1.5 million annual utility rate increase 
Coached accountants for proper communication techniques with Public Service 
Commission, supervised 9 professional accountants 
Developed financial models used to negotiate an $18 million credit line 
Responsible for monthly, quarterly and annual financial statements for internal 
and external purposes, SEC filings on a quarterly and annual basis, quarterly 
presentations to Board of Directors and shareholders during annual meetings, 
coordinated annual audit 
Communication with senior management team, supervised accounting staff and 
resolved all accounting issues, reviewed expenditures related to capital projects 
Monitored natural gas prices and worked with senior buyers to ensure optimal 
price obtained 

Junkermier, Clark, Campanella, Stevens 
Consulting Staff 

0 

0 

0 

Performed Profit Enhancement engagements 

Established a consulting practice that generated approximately $160k the first 
year of existence 
Prepared business plan and projections for inclusion in clients financing 
documents 
Prepared written reports related to consulting engagements performed 
Developed models used in financing documents and made available for other 
personnel to use 

Participated during audit of large manufacturing client for two reporting years 



Prior to 1999, held various positions: TMC Sales, Inc. as Vice President I Controller, 
with American Agri-Technology Corporation as Vice President I CFO and with Union 
Carbide Corporation as Accounting Manager. (Union Carbide was a multi-national 
Fortune 500 Company that was purchased by Dow Chemical) 

PROFESSIONAL AFFILIATIONS 
Member - Institute of Management Accountants 
Member - American Institute of CPA's 
Past Member -WV Society of CPA's and Montana Society of CPA's 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION WITH RUCO 

Utilitv Company Docket No. 

Arizona Water Company 
(Eastern Group) 

W-01445A-11-0310 

Pima Utility Company W-02199A-11-0329 et al. 

Tucson Electric Power Company E-01933A-12-0291 

Arizona Water Company W-01445A-12-0348 
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GROSS REVENUE CONVERSION FACTOR, INCOME TAX CALCULATION 

LINE 
- NO. DESCRIPTION 

Calculation of Gross Revenue Convemon Factor 
1 Revenue 
2 Uncollecible Factor 
3 Revenues (L1 - L2) 
4 
5 Subtotal (L3 - L4) 
6 
7 
8 
9 Calculation of Effective Tax Rate: 
10 Operating Income Before Taxes (Arizona Taxable Income) 
11 Arizona State Income Tax Rate 
12 Federal Taxable Income (Ln 10 - Ln 11) 
13 Applicable Federal Income Tax Rate (Col. (C), L51) 
14 Effective Federal Income Tax Rate (Ln 12 x Ln 13) 
15 Combined Federal and State Income Tax Rate (Ln 11 + Ln 14) 
16 
17 
18 Required Operating Income (Sch. RBM-1, Col. (D) Ln 7) 
19 Adjusted Test Year Operating Income (Loss) (Sch. RBM-1, Col. (D). Ln 3) 
20 Required Increase in Operating Income (Ln 18 - Ln 19) 
21 
22 Income Taxes on Recommended Revenue (Col. (C), Ln 48) 
23 Income Taxes on Test Year Revenue (Col. (A), Ln 48) 
24 Required Increase in Revenue to Provide for Income Taxes (Ln 22 - Ln 23) 
25 
26 Recommended Revenue Requirement (Sch. RBM-1, Col. (D). Ln 23) 
27 Uncollectible Rate (Ln 2) 
28 Uncolllectible Expense on Recornmended Revenue (Ln 26 x Ln 27) 
29 Adjusted Test Year Uncollectible Expense(Sch. RBM-4. Col. (A), Ln 3) 
30 Required Increase in Revenue to Provide for Uncollectible Exp. (Ln 28 - L 29) 
31 
32 
33 

34 Calculation of Income Tax: 
35 Revenue (Sch. RBM-7. Col. (C) or(E) Ln 6 
36 Operating Expenses Excluding Income Taxes (Sch RBM-7. Col.(C) or (E) Ln 15 + Ln 13) 
37 Synchronized Interest (Col. (A) Ln 58 
38 Arizona Taxable Income (L35 - L36 - L37) 
39 Arizona State Income Tax Rate 
40 Arizona Income Tax (Ln 38 x Ln 39) 
41 Federal Taxable Income (L42 - L44) 
42 Federal Tax on First Income Bracket ($1 - $50.000) Q 15% 
43 Federal Tax on Second Income Bracket ($51,001 - $75,000) Q 25% 
44 Federal Tax on Third Income Bracket ($75.001 - $100,000) Q 34% 
45 Federal Tax on Fourth Income Bracket ($1 00,001 - $335,000) Q 39% 
46 Federal Tax on Fffh Income Bracket ($335.001 -$10.000,000) Q 34% 
47 Total Federal Income Tax 

48 Combined Federal and State Income Tax (L44 + L51) 
49 
50 
51 

53 
54 
55 Svnchronized Interest Calculation 
56 RateBase 
57 Weighted Average Cost of Debt (RBM-17) 
58 Calculated Interest Cost 

Combined Federal and State Income Tax (Line 23) 

Revenue Convenlon Factor (Ll I L5) 

52 - 

100.00% 
0.31 96% 

99.6804% 
38.5764% 
61.1039% 
1.636555 

100.0000% 
6.9340% 
93 Of,f,O% - - . - - - - . - 
34.0000% 
31 6424% 

38.5764% 

$ 13,726 
15.388 

$ (1.662) 

$ 4,887 
5,943 

(1,055) 

$ 163,981 
0.3196% 

$ 524 
$ 518 

6 

Test 

Year 
8 163.981 
$ 142,651 
$ 5,926 
$ 15,405 

6.9340°% 
$ 1.068 
$ 14,336 
$ 
$ 
$ 
$ 
$ 
0 4.874 

5,943 

$ 208.654 
2.84% 

$ 5,926 

Schedule RBM-1 
Page 2 of 2 

RUCO 

Recommended 
8 161.263 
$ 142,651 
$ 5,926 

12.687 
6.9340% 

$ 880 
$ 11,807 
$ 
$ 
$ 
$ 
$ 

$ 4.008 

$ 4,887 
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UNS Electric, Inc. 
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Schedule RBM-3 
Page 1 of 3 

ORIGINAL COST RATE BASE - ACC JURISDICTIONAL 

(A) (B) (C) 
COMPANY RUCO 

LINE FILED RUCO ADJUSTED 
NO. DESCRIPTION AS OCRB ADJUSTMENTS AS OCRB 

1 Gross Utility Plant In Service 535,855 (8,662) 527,193 
2 Accumulated Depreciation (234,964) 637 (234,3271 
3 Net Utility Plant In Service 300,891 (8,025) 292,866 
4 
5 Citizens Acquisition Discount (80,856) (80,856) 
6 Less: Accu Amort Citizens Acq Discount (28,773) (28,773) 
7 Net Citizens Acquisition Discount (52,083) 
8 
9 Total Net Utility Plant 248,808 (8.025) 240,783 

10 
11 Deductions: 

(7,6 16) 
(6,224) 

12 Cust Advances For Const. (7,616) 
13 Customer Deposits (6,224) 

(2,855) 
(22,010) 

14 Defd Credit - Cont'd Plt 8 RetmY Oblig. (2,855) 
15 Acc. Deferred Income Taxes (22,010) 
16 Total Deductions (38,705) (38,705) 
17 
18 Allowance - Working Capital 6,472 $ 104 6,576 
19 
20 Regulatory Assets 
21 
22 Regulatory Liability 
23 
24 
25 TOTALOCRB $ 216,575 $ (7,921) $ 208.654 

References: 
Column (A): - Company Schedule B-2. Also see RBM-3 page 2 Col. A 
Column (B): - RUCO Adjustments - See RBM-3 page 2, Columns (B) thru (E) 
Column (C): - Sum Of Columns (A) and (B) 
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Schedule RBM-4 
Page 1 

RATE BASE ADJUSTMENT NO. 1 AND 2 
POST TEST YEAR PLANT I ACCUMULATED DEPRECIATION 

(A) (B) (C) 
Company RUCO RUCO 
Proposed Proposed Adiustment 

1 Company Post Test Year Plant Depreciation $ 546,885 $ - $  546,885 
2 
3 Company Calculation for NNS Included in 2,480,327.30 2,390,202 90,125 
4 

5 $ 3,027,212 $ 2,390,202 
6 TOTAL ACCUMULATED DEPRECIATION ADJ. -$ 637,010 
7 
8 
9 
10 Depreciation Expense 
11 Depreciation Depreciation 
12 Plant Total Including NNS Calculated for 
13 Acct Adjusted Rate 12 months 

Depreciation Expense (See RBM-14, page 2) 

Company's Calculation Post Test Year 

14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

38 
39 
40 
41 

E303 
E343 
E344 
E360 
E362 
E364 
E365 
E366 
E367 
E368 
E370 
E373 
E390 
E391 
E392 
E393 
E394 
E396 
E397 

Miscellaneous Intangible Plant 
Prime Movers 
Generators 
Land & Land Rights 
Station Equipment 
Poles, Towers, & Fixtures 
Overhead Conductors & Devices 
Underground Conduit 
Underground Conductors & Devices 
Line Transformers 
Meters 
Street Lights and Signal Systems 
Structures & Improvements 
Office Furniture & Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Shop, & Garage Equipment 
Power Operated Equipment 
Communication Equipment 

$ 28,968 
2,886 

(284,715) 
1,664 

550,807 
2,044,274 

(99,862) 
12,275 

(789,775) 
3,381,684 

324,358 
32,150 

2,008,633 
560,773 
856,008 
34,064 
44,172 
4,924 

57,172 

$ 8.770.462 

0.0667 
0.0270 
0.0245 

0.0384 
0.0388 
0.0392 
0.0366 
0.0427 
0.0445 
0.0301 
0.0387 
0.0260 
0.2000 
0.1838 
0.0303 
0.0345 
0.0653 
0.0435 

Generation 
Distribution 
General , .  
Total Company $ 8,770,462 

$ (145,639) 
5,457,574 
3.458.527 

ACC Jurisdictional $ 8,662,369 

$ 1,932 
78 

(6,976) 

21,151 
79,318 
(3,915) 

449 
(33,723) 
150,485 

9,763 
1,244 

52,224 
112,155 
157,334 

1,032 
1,524 

322 
2,487 

$ 546,885 

References: 
Columns (A), (B),(C), Lns 9 thru 33 Company Schedule Post Test Year Depreciation 
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- LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 

DESCRIPTION 

Cash Working Capital Per UNSE 
Cash Working Capital Per RUCO 
Adjustment 

Fuel Inventory Per UNSE 
Fuel Inventory Per RUCO 
Adjustment 

Materials And Supplies Per UNSE 
Materials And Supplies Per RUCO 
Adjustment 

Prepayments Per UNSE 
Prepayments Per RUCO 
Adjustment 

TOTAL ADJUSTMENT - WORKING CAPITAL 

RATE BASE ADJUSTMENT NO. 3 
ALLOWANCE FOR WORKING CAPITAL 

JThousands of Dollars) 

REFERENCE 

UNSE SCH. 8-5, Page 1 
SCH RBM-6 Ln 33 
Line 2 - Line 1 

UNSE SCH. B-5. Page 1 
UNSE SCH. 8-5. Page 1 
Line 6 - Line 5 

UNSE SCH. B-5, Page 1 
UNSE SCH. 8-5, Page 1 
Line 10 - Line 9 

Schedule RBM-5 
Page 1 

(A) 
AMOUNT 

$ (3,919) 
$ (3,815) 
$ 104 

$ 9,467 
$ 9,467 

UNSE SCH. 8-5, Page 1 
UNSE SCH. 8-5, Page 1 
Line 14 - Line 13 

Sum Lines 3, 7. 11, 15) 

$ 924 
$ 924 
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Schedule RBM-6 
Page 1 

ALLOWANCE FOR WORKING CAPITAL 
LEADILAG DAY SUMMARY 

(A) (W (C) (D) (E) (F) (G) (W 
COMPANY RUCO Lead Cash Working 

LINE TEST YEAR RUCO Adjusted Revenue Exp Net Lag Capital 
NO. DESCRIPTION AS FILED Adj Results Lag Days Lag Days Lag Days Factor Requlredments 

1 
2 
3 
4 
5 

6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

OPERATING EXPENSES 
Non-Cash Expenses: 

Bad Debts Expense 
Depreciation 
Amortiition 
Deferred lnwme Taxes 

Total Non-Cash Expenses 

Other Operating Expenses: 
Salaries & Wages 
Incentive Pay 
Purchased Power 
Transmission Other 
Meter Reading 
Customer Records & Coll Exp 
mice Supplies and ExDenses 
Injuries and Damages 
Pensions and Benefits 
Support Services 
Property Taxes 
Payroll Taxes 
Current Income Taxes 
Interest on Customer Deposits 
Other OBM Expenses 

Total Other Operating Exp. 

518 
24.288 
(3 647) .-,- . . , 
6,313 

27,472 

3,958 (107) 3.851 35.59 23.33 12.26 0.0336 
118 (52) €6 35.59 267.00 (231.41) (0.6340) 

77,622 77,622 35.59 33.79 1.60 0.0049 
8,853 8.853 35.59 40.67 (5.08) (0.0139) 

839 839 35.59 33.67 1.92 0.0053 
2.108 2.108 35.59 34.94 0.65 0,0018 
1,305 1,305 35.59 50.69 (15.30) (0.0419) 

691 (323) 368 35.59 70.52 (34.93) (0.0957) 
1,908 1,908 35.59 51.37 (15.78) (0.0432) 
1,306 1,306 35.59 44.77 (9.18) (0.0252) 

5.476 35.59 213.00 (177.41) (0.4861) 
392 35.59 19.87 15.72 0.0431 

35.59 41.42 (5.83) (0.0160) 
10 10 35.59 182.50 (146.91) (0.4025) 

11,352 (44) 11,308 35.59 41.21 (5.62) (0.0154) 

5.583 ( 107) 
401 (9) 

$ 116,054 $ (643) $ 115,411 $ (2,673L 

Other Cash Working Capital Elements: 
Interest on Long-Tern Debt 7.175 7,175 35.59 70.48 -34.89 -0.095589 (686) 
Rev. Taxes and Assessments 15,293 15,293 35.59 49.43 -13.84 -0.037918 (580) 

$ 22.468 $ - $  22,468 $ (1.266) 

TOTAL CASH WORKING CAPITAL $ 165,994 $ 137.879 Total Company (3,919) 

ACC Jurisdictional $ (3.815) 

References: 
Column (A): - Company Schedule 8-5 
Column (B): RUCO Operating Income Adjustments (See RBM-8) 
Column (C): Column (A) + (B) 
Column (D): Company Schedule 5 5 ,  Page 3 
Column (E): Column (C) X Column (D) 



UNS Electric, Inc. 
Docket No. E-04204A-12-0504 
Test Year Ended June 30,2012 

Schedule RBM-7 
Page 1 of 2 

SUMMARY OPERATING INCOME STATEMENT - ACC JURISDICTIONAL 
IThousands of Dollars) 

(A) (B) (C) (D) (E) 
COMPANY RUCO RUCO RUCO RUCO 

LINE AS TEST YEAR TEST YEAR PROPOSED RECOMD 
NO. DESCRIPTION FILED ADJM'TS AS ADJ'D ACC JURID'L ACC JURID'L 

I Operating Revenues: 
2 Electric Retail Revenues 
3 Sales for Resale 
4 Other Operating Revenue 
5 
6 TOTAL OPERATING REVENUES 163,981 163,981 (2,718) 161,263 
7 

159,472 

1,791 1,791 1,791 

162,190 $ - $ 162,190 $ (2,718) $ $ 

8 Operating Expenses: 
9 

10 
11 Depreciation and Amortization 
12 
13 IncomeTaxes . .  . 
14 Rounding Differences 
15 TOTAL OPERATING EXPENSES 149,373 (780) 148,593 (1,054) 147,538 
16 
17 OPERATING INCOME (LOSS) $ 14608 $ 780 $ 15388 $ 1663 $ 13 726 

Fuel, Purchased Power and Trans 
Other Operations and Maintenance Exp 

Taxes Other than Income Taxes 

100,337 100,337 100,337 
20,127 20.1 27 
17,897 17,897 
4,289 4,289 
5.943 (I ,054) 4.887 

20,717 (590) 
18,534 (637) 
4,407 (118) 
5.378 565 

References: 
Column (A) Per Company Filing 
Column (B) Schedule REM-8 
Column ( E ) Schedule RBM-1 page 2 

References: 
Column (A): Company Schedule C-I  
Column (B): Testimonies, RLM & MDC And Schedule RLM-8, Pages 1 Thru 6 
Column (C): Column (A) + Column (B) 
Column (D): Column (C) X Jurisdictional Factor 
Column (E): See Schedule RLM-1 
Column (F): Column (D) + Column (E) 
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UNS Electric, Inc. 
Docket No. E-04204A-12-0504 
Test Year Ended June 30,2012 

OPERATING EXPENSE ADJUSTMENT NO. 1 
PAYROLL EXPENSE ADJUSTMENT 

(A) (B) (C) (D) (E) 
Percent of Percent of Year UNS Increase RUCO 

ACCT ACCOUNT DESCRIPTION Total Ln 34 Col A One Increase Calculated ADJUSTMENT 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 

47 
48 
49 
50 

51 
52 

0548 
0557 
0562 
0563 
0566 
0581 
0583 
0584 
0585 
0586 
0587 
0588 
0901 
0902 
0903 
0908 
0909 
0910 
0920 
0925 
0926 
0930 
0553 
0554 
0570 
0571 
0592 
0593 
0594 
0595 
0596 

Generation Expense 
Production Exp. - Oher 
Trans-Station Expense 
Trans-Overhead Line Exp 
Trans-Misc Other Exp 
Dist-Load Dispatching 
Dist-Overhead Line Exp 
Dist-Underground Line Exp 
Dist-LightlSignal Exp 
Dist-Meter Expenses 
Dist-Customer Install Exp 
Dist-Misc Expense 
Cust Accounting Supervision 
Meter Reading Expense 
Cust RedCollection Exp 
Customer Assistance Exp 
InformationaVlnstrct Adv Exp 
Misc Cust Service 
A&G Salaries 
Injuries & Damages 
Pensions & Benefits 
General Advertising Exp 
Maint Gen & Elect Plant 
Maint of Misc Other R w  Gen Plant 
Trans-Maint Stn Equip 
Trans-Maint of OH Lines 
Dist-Maint Stn Equip 
Dist-Maint of OH Lines 
Dist-Maint if UG Lines 
Dist-Maint Line Transformers 
Dist-Mnt LightlSignals 

- YEAR 
2011 
2012 

2 Year Average 

19,189 
1,158 

50,387 
9,451 

127 
428,600 
131,418 
199,112 

285 
410,578 
57,365 
5,574 

94,722 
104.925 
375,579 
29,209 
16,509 

997 
775.508 

11,692 
6.629 
1,057 

167,238 
33,282 
2,769 

15,905 
267,653 
422.815 
41,387 
27.112 

0.513% 
0.031% 
1.348% 
0.253% 
0.003% 

11.462% 
3.515% 
5.325% 
0.008% 

10.980% 
1.534% 
0.149% 
2.533% 
2.806% 

10.044% 
0.781% 
0.442% 
0.027% 

20.740% 
0.313% 
0.177% 
0.028% 
4.473% 
0.890% 
0.074% 
0.425% 
7.158% 

11.308% 
1.107% 
0.725% 

537 
32 

1,411 
265 

4 
12,000 
3,680 
5,575 

8 
11,496 
1,606 

1 56 
2,652 
2,938 

10,516 
818 
462 
28 

21.713 
327 
186 
30 

4.682 
932 
78 

445 
7,494 

11,838 
1,159 

759 

1,089 
66 

2.859 
536 

7 
24.318 
7,457 

11,297 
16 

23,296 
3,255 

316 
5,374 
5,953 

21,310 
1,657 

937 
57 

44,002 
663 
376 
60 

9.489 
1.888 

157 
902 

15,186 
23,990 
2,348 
1,538 

551 
33 

1,448 
272 

4 
12,318 
3,777 
5.723 

8 
11,800 
1,649 

160 
2,722 
3,016 

10,794 
839 
474 
29 

22,289 
336 
191 
30 

4.807 
957 
80 

457 
7.692 

12,152 
1,189 

779 
30.972 0.828% 867 1,757 890 

$ 3,739,206 100% $ 104,693 $ 212,160 

RUCO Proposed Adjustment $ 107,467 

Average Wage Increase 
Ln44XLn46  Wage Increase Year 1 

Wages End of Year 1 
Average Wage Increase 
Wage increase Year 2 
Total Wage Increase 

For 2 Years 

Ln 48 X Ln 49 

Total Company 
WAGES CHARGED 

TO OBM 
4.024.126 
4,121,575 

$ 8,145,701 

$ 4,072,851 

2.65% 
$ 107.931 
$ 4,180.781 

$ 110,791 
2.65% 

218.721 

ACC Jurisdictional 
At 97% 

$ 104,693 E-45 X 97% 

I$ 107.467 1 E-48 X 97% 

$ 21 2,160 

References: 
Columns (A) and (B); Company UDR 1.01 Schedules 
Columns (C) through (E): RUCO calculations. 
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UNS Electric, Inc. 
Docket No. E-04204A-12-0504 
Test Year Ended June 30,2012 

OPERATING INCOME ADJUSTMENT NO. 2 
PAYROLL EXPENSE ADJUSTMENT - CALCULATIONS 

1 
2 
3 
4 
5 
6 Percentage Adjustment 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

Company Payroll Adjustment - ACC Jurisdictional 

Company Payroll Tax Adjustment - ACC Jurisdictional 

a 

RUCO CALCULATED - Payroll Adjustment - See RBM-9 

Percentage Used for Payroll Tax 

RUCO CALCULATED - Payroll Tax 

RUCO Adjustment to Payroll Tax Expense 

References: 
Column (A) Lns 2 through 6; Company UDR 1.01 Schedules 
Column (A) Lns 10 through 17; RUCO Calculated Adjustments 

Schedule RBM-10 
Page 1 

(A) 

$ 212,160 

$ 18,238 

8.60% 

$ 104,693 

8.60% 

$ 9,000 

$ 9.238 



. I  

UNS Electric, Inc. 
Docket No. E-04204A-12-0504 
Test Year Ended June 30,2012 

Schedule RBM-11 
Page 1 

OPERATING EXPENSE ADJUSTMENT NO. 3 
INCENTIVE ADJUSTMENT 

(A) (B) (C) 
Line COMPANY RUCO RUCO 
No. DESCRIPTION PROPOSED ADJUSTMENT AS ADJUSTED 

1 Adjustment for Incentive $ 106,222 $ 53,111 $ 53,111 
2 
3 UNS Allocation Percentage 0.97 
4 
5 Total RUCO Adjustment to ACC Jurisdictional $ 106,222 $ 53,111 $ 5131 8 
6 
7 
8 
9 Company Proposed $ 106,222 

10 Split between Ratepayers and Shareholder 50% 
11 RUCO Adjustment - Total Company $ 53,111 

References: 
Column (A) See TEP Data Response 1.60 Incentive Expense 
Columns (B) and (C) RUCO calculations 



UNS Electric, Inc. 
Docket No. E-04204A-12-0504 
Test Year Ended June 30,2012 

Schedule RBM-12 
Page 1 

OPERATING EXPENSE ADJUSTMENT NO. 4 
OFFICERS AND DIRECTORS INSURANCE 

(A) (B) (C) 
Line COMPANY RUCO RUCO 
NO. DESCRIPTION PROPOSED ADJUSTMENT AS ADJUSTED 

1 925 Officers and Directors Liability Insurance $ 91,109 $ 45,555 $ 45,555 
2 
3 UNS Allocation Percentage 0.97 
4 
5 Total RUCO Adjustment to ACC Jurisdictional $ 91,109 $ 45,555 $ 44,188 
6 
7 
8 
9 Company Proposed $ 91,109 

11 RUCO Adjustment - Total Company $ 45,555 
10 Split between Ratepayers and Shareholder 50% 

References: 
Column (A) See TEP Data Response 1.60 Insurance Expense 
Columns (B) and (C) RUCO calculations 
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UNS Electric, Inc. 
Docket No. E-04204A-12-0504 
Test Year Ended June 30,2012 

1 
2 

3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Schedule RBM-13 
Page 1 

OPERATING INCOME ADJUSTMENT NO. 5 
INJURIES AND DAMAGES 

I UNSE Adjustment to  Injuries 8 Damages 1 (A) (8) (C) (D) 

Account Descriotion 

Workers' Compensation 
Workers' Compensation 
Injuries & Damages 

6/30/20 1 0 6/30/2011 6/30/2012 Average for 3 Years 

$ 23,433 $ 22,509 $ 49,838 $ 31,927 
160 (31,796) (28,347) (19,994) 

1,000,000 333,333 

Total for Three Year Period $ 1,023,593 $ (9,287) $ 21,491 $ 345,266 

Company Average for 3 years $ 345,266 Column (D) Ln 7 

Expenses for Test Year $ 21,491 Column (C) Ln 7 

Company Adjustment Using 3 Year Average $ 323,775 Column (A) Ln 10 - Ln 12 

ACC Jurisdictional 97% 

I RUCOs Adjustment to Injuries 8 Damages 1 
Account DescriDtion 6/30/2010 6/30/2011 6/30/2012 Average for 3 Years 

Workers' Compensation $ 23,433 $ 22,509 $ 49,838 $ 31,927 
Workers' Compensation 160 (31,796) (28,347) (1 9,994) 
Injuries & Damages 1,000,000 333,333 
RUCO Reduction in Injuries and Damages (1 ,000,000) (333,333) 

Total for Three Year Period 23,593 $ (9.287) $ 21,491 $ 11,932 

RUCO does not believe that the Injuries and damages expense for $1,000,000 incurred at year ending June 30, 2010 should be included 
in the calculation for the the three year period. The expense is extraordinary in nature and should be excluded. 

RUCOS Average for 3 years $ 11,932 Column (D) Ln 29 

Expenses for Test Year $ 21,491 Column (C) Ln 29 

Company Adjustment Using 3 Year Average $ (9,559) Column (A) Ln 36 + Ln 38 

ACC Jurisdictional 97% 

ACC Jurisdictional Adjustment $ (10,272) PER RUCOs Calculation 

References: 
Columns (A) through (D) Lines 3 through 18 provided by Company 
in UDR 1.01 Workpaper Schedules. 

Columns (A) through (D) Lines 21 through 47 RUCO calculations 
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Schedule RBM-14 
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OPERATING EXPENSE ADJUSTMENT NO. 6 
DEPRECIATION EXPENSE - POST TEST YEAR PLANT 

(A) (B) (C) 
Company RUCO RUCO 
Proposed Proposed Adiustment 

1 Company Post Test Year Plant Depreciation $ 546,885 $ - $  546,885 
2 
3 Company Calculation for NNS Included in 2,480,327.30 2,390,202 90,125 
4 Depreciation Expense (See RBM-14, page 2) 

5 
6 

$ 3,027,212 $ 2,390,202 $ 637,010 

7 
8 
9 
10 Depreciation Expense 
11 Depreciation Depreciation 
12 Plant Total Including NNS Calculated for 
13 Acct Adjusted Rate 12 months 
14 

Company's Calculation Post Test Year 

15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

38 
39 
40 
41 

E303 
E343 
E344 
E360 
E362 
E364 
E365 
E366 
E367 
E368 
E370 
E373 
E390 
E391 
E392 
E393 
E394 
E396 
E397 

Miscellaneous Intangible Plant 
Prime Movers 
Generators 
Land & Land Rights 
Station Equipment 
Poles, Towers, & Fixtures 
Overhead Conductors & Devices 
Underground Conduit 
Underground Conductors & Devices 
Line Transformers 
Meters 
Street Lights and Signal Systems 
Structures & Improvements 
Office Furniture & Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Shop, & Garage Equipment 
Power Operated Equipment 
Communication Equipment 

Generation 
Distribution 

$ 28,968 
2,886 

(284,715) 
1,664 

550,807 
2,044,274 

(99,862) 
12,275 

(789,775) 
3,381,684 

324,358 
32,150 

2,008,633 
560,773 
856,008 
34,064 
44,172 
4,924 

57.172 

$ 8,770,462 

(145,639) 
5,457,574 

General 3,458,527 
a. 770.462 

0.0667 
0.0270 
0.0245 

0.0384 
0.0388 
0.0392 
0.0366 
0.0427 
0.0445 
0.0301 
0.0387 
0.0260 
0.2000 
0.1838 
0.0303 
0.0345 
0.0653 
0.0435 

5 1,932 
78 

(6,976) 

21,151 
79,318 

449 
(33,723) 
150,485 

9,763 
1,244 

52,224 
112,155 
157,334 

1,032 
1,524 

322 
2,487 

$ 546,885 

(3,915) 

References: 
Columns (A), (B),(C), Lns 9 thru 33 Company Schedule Post Test Year Depreciation 
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Schedule RBM-14 
Page 2 of 2 

OPERATING EXPENSE ADJUSTMENT NO. 6 
DEPRECIATION EXPENSE - NET NEGATIVE SALVAGE 

(A) (B) (C) 
Acct. Depre. Expense Depre. Expense Depre. Expense 
- No. Account Description Usinq NNS Rates No NNS Rates Difference 

1 341 Structures 8, Improvements $ 109,968 $ 105,714 $ 4,254 
2 342 Fuse Holders, Producers & Accessories 24,903 23,320 1,583 
3 343 Prime Movers 269,262 246,579 22,683 
4 344 Generators 1,436,056 1,397,398 38,658 
5 345 Assessory Electric Equipment 305,154 293,389 11,765 
6 346 Miscellaneous Power Plant Equipment 334,984 323,802 11,183 
7 
8 $ 2,480,327 $ 2,390,202 $ 90,125 
9 

10 
1 1  
12 
13 
14 
15 

The above Company calculation is assuming that the Net Negative Salvage rates as requested by the Company in 
this rate filing has been approved. RUCO does not believe that additional salvage values should be approved in 
this rate case. See RUCO testimony. 

References: 
Columns (A) through (C) Ln 1 through Ln 8; See Company UDR 1.01 
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Schedule RBM-15 
Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 7 
RATE CASE EXPENSE 

(A) (B) (C) 
Line COMPANY RUCO RUCO 
- No. DESCRIPTION PROPOSED ADJUSTMENT AS ADJUSTED 

1 Rate Case Expense $ 75,444 $ (64,667) $ 10,777 
2 
3 

RUCO's recommendation is based on two factors: (1) What has been approved in 
prior rate cases by the Commission; (2) What is fair and reasonable to the rate 
payer. 7 

8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 

Company RUCO 
Proposal Proposal 

Current Test Year Activitv - to  be removed from Test Year $1 22,222 $1 22,222 

Rate Case Expense allowed per ACC Decision No. 71914 

Rate Case Expense allowed per ACC Decision No 70360 Balance 

$300,000 $300,000 

$66,667 $66,667 

Yearly Amortization (starting Oct 201 0) $122,222 $1 22,222 

Monthly Amortization (starting Oct 201 0) $10,185 $1 0,185 

Amortization Oct 201 0 - August 201 3 (1) $366,667 $366,667 

Remaining Balance @ January 2014 $ - $  - 

Estimated Rate Case Expense for current case $ 500,000 $200,000 
$ 400,000 $133,333 

TOTAL Proforma Adjustment $77,778 

34 ACC Jurisdictional $75,444 $10,777 

(1) Assumption: new rates will go into effect in January 2014. 

References: 
Column (B) Ln 13 through Ln 34; See Company UDR 1.01 
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Page 1 

OPERATING INCOME ADJUSTMENT NO. 8 
PROPERTY TAX EXPENSE 

(E) 
(B) (C) (D) ACC 

Total Company ACC Total Company ACC Jurisdictional 
1 COMPANY ADJUSTMENT TO EXPENSE Company Jurisdictional Per RUCO Jurisdictional ADJUSTMENT 

(A) 

2 Account DescriDtion - - See Ln 60 Per RUCO PER RUCO 
3 
4 Generation 
5 Transmission 
6 Distribution 
7 General I Intangible 

$ 492.349 $ 492.349 $ 424,849 $ 492,349 $ 
155,971 155,971 

128.699 124,829 128,699 124.829 
(425,406) (425,406) (531,921) (531,921) (106,515) 

8 
9 Company Adjustment to Property Tax Expense 177,597 5 85,257 
IO 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 

51 

SUPPORTING DETAILS FOR RUCO's CALCULATIONS: 

GeneraU 
Distribution 

143,656,770 
5,128.1 17 

143.329.313 
(5,457,5741 

Intangible 
16,756,763 
3,114,910 

145,639 
19871.673 

Total 
273,090,422 

13.161.814 

Transmission 
36,847.1 23 

Generation 
75,827,766 
4,918,767 

(3,458,5271 
77,288,026 

Utilitv Plant in Service Taxes 
Net Plant in Senrice before Post Test Year Adj. 
Net Plant in Service - Post Test Year Adj. 
RUCO Adj. - Post Test Year Plant (Col (A) Ln 66) 
Subtotal Net Plant in Service 

Less: AZ Non-taxable Licensed Transpoltation 
Less: AZ Generation General Plant 
Less: AZ T&D Stores Equipment 
Less: AZ Land Cost & Rights of Wav  
Less: Environmental Properly 
Less: AZ Net Book Value of Generation 
Plus: Full Cash Value of Generation 
Plus: Post Test Yr - Generation 
Plus: Land FCV per AZ Department of Revenue 
Adjusted Plant in Service Full Cash Value 
Assessment Ratio 
Taxable Value 
Average Tax Rate 
Property Tax 

Environmental Properly 
StaMory Full Cash Value Adjustment 
Full Cash Value 
Assessment Ratio 
Taxable Value 
Average Tax Rate 
Property Tax 

Renewables Cost less ADOR Depreciation 
Plus: Post Test Yr 8 Delayed Plant Additions 
Adjusted Renewables Cost less ADOR Depreciation 
Statutory Full Cash Value Adjustment 
Full Cash Value 
Assessment Ratio 
Taxable Value 
Average Tax Rate 
Property Tax 

Total AZ Property Taxes 

(8,770,462L 
277,461,774 36,847,123 

(5,767,971) 
(456.1 88) 
(147,200) 
(41,315) 

(5,767,971) 
(456,188) 
(1 47,200) 

(3,020,987) 
(19,901,336) 
(80,746,553) 
55,387.085 

(94,695) 
3.211.491 

225,945,420 

44.030.957 

4.406.926 

19,901,336 

9.950.668 

1,940.380 

194,207 

5.122.144 
5,755,000 

10,677,144 

2,175,429 

424,209 

42,458 

4,643,591 

4.465.994 

J97 

(1.356.642) 
(79.605) 

(205,436) 

(60,746,553) 
55,387,065 

(94.695) 

(1,417.594) 
(19,821,731) 

13,458.999 
19.5% 

2.624.505 
10.0087% 
262.679 

51.628.427 35.410.876 
19.5% 

6,905,121 
10.0087% 
691,113 

19.5% 
10.W7.543 

10.0087% 
1.007.630 

io.oc& 
2,445,505 

79,605 19,821,731 
50% 

9,910,866 
19.5% 

1,932,619 
10.0087% 
193,430 

50% 

19.5% 

10.0087% 

50% 
39,803 

19.5% 
7,761 

10.0087% 
777 

50% 

19.5% 

10.0087% 

5,122,144 
5.755.000 

10.877.144 
20.0% 

2.175.429 
19.5% 

424.209 
10.0087% 

42,458 

1,050,088 - 

20.0% 20.0% 20.0% 

19.5% 19.5% 19.5% 

10.0087% 

691,890 

535,919 

155,971 

_p 
2,638,935 

3,170,856 

(531,921) __ 

262,679 

133,980 58 Unadjusted 
59 
60 Adjustment 
61 

625.239 

424,849 128,699 

62 
63 
64 
65 

Generation 
Distribution 

General 

$ (145,639) 
5,457,574 
3,458.527 

$ 8,770.462 66 TOTAL ADJUSTMENT - POST TEST YEAR PLANT 

References: 
Columns (A) through (D) Lines 3 through 18 provided by Company 
in UDR 1.01 Workpaper Schedules. 
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I 23 WEIGHTED COST OF CAPITAL (Sum Lines 1 Thru 5) 

Schedule RBM-17 
Page 1 of 1 

COST OF CAPITAL - ORIGINAL COST RATE BASE 
Thousands of Dollars 

(A) (B) (C) (D) (E) (F) 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS COST COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED PERCENT RATE RATE 

1 Long-term Debt 129,135 129,135 47.40% 5.99% 2.84% 
2 
3 Common Equity 143,287 143,287 52.60% 
4 
5 TOTAL CAPITAL $ 272,422 $ - $  272,422 100.00% 
6 
7 
8 

WEIGHTED COST OF CAPITAL (Sum Lines 1 Thru 5) 

8.16% 4.29% 

7.13% 

9 

10 COST OF CAPITAL - FAIR VAUE RATE BASE 
11 
12 (A) (B) (C) (D) (E) (F) 
13 COMPANY RUCO WEIGHTED 
14 AS RUCO AS COST COST 
15 DESCRIPTION FILED ADJUSTMENTS ADJUSTED PERCENT RATE RATE 
16 
17 Long-term Debt 129,135 $ - $  129.135 47.40% 3.84% 1.82% 
18 
19 Common Equity 143,287 143,287 52.60% 6.01% 3.16% 
20 
21 
22 

TOTAL CAPITAL $ 272,422 $ - $  272,422 100.00% 

References: 
Column (A): Company Schedule D-1 
Column (B): Testimony, WAR 
Column (C): Column (A) + Column (B) 
Column (D): Column (C), Line Item I Total Capital 
Column (E): Testimony, WAR 
Column (F): Column (D) X Column (E) 

4.98% 
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EXECUTIVE SUMMARY 

The Arizona Residential Utility Consumer Office (“RUCO”) presents the 
direct testimony of RUCO Director Patrick J. Quinn in support of the 
Proposed Settlement Agreement of the UNS Electric, Inc. (“UNSE”) Rate 
Case that resolves all issues. Mr. Quinn recommends that the Arizona 
Corporation Commission adopt the Proposed Settlement Agreement for 
the following reasons: 

The Proposed Settlement Agreement reflects an outcome that is fair to 
both the consumer and UNSE and is in the public interest. 

The Proposed Settlement Agreement is a comprehensive settlement 
agreement. Its terms settle a wide range of issues that were of significant 
interest to the parties. The parties will be filing testimony on the issue, 
separately. 

RUCO supports the Proposed Settlement Agreement in its entirety 
because it contains numerous benefits to the consumer which will be 
discussed in Mr. Quinn’s testimony. 

The Proposed Settlement Agreement resolved several areas of 
importance to RUCO in the underlying rate case. This resolution of all 
issues included the amount of revenue increase authorized for UNSE, the 
effect of the increase on consumers’ rates, and requiring the Company to 
file another rate case by July I, 2017. All of these issues were addressed 
satisfactorily in the Proposed Settlement Agreement and will be explained 
more fully in Mr. Quinn’s testimony. 
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NTRODUCTION 

7. 

4. 

Q. 

4. 

Q. 

A. 

... 

... 

... 

Please state your name, occupation and business address for the 

record. 

My name is Patrick J. Quinn. I am the Director of the Arizona Residential 

Utility Consumer Office (“RUCO”). My business address is 1110 W. 

Washington Street, Suite 220, Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the 

utility regulation field. 

I have a BS in Mathematics and a MBA from the University of South 

Dakota. Additionally, ‘ I  have 35 plus years of experience in the 

Telecommunications Industry and the Consulting business dealing with 

utility regulation. I have testified over 50 times before state and federal 

regulatory commissions on issues including finance, economics, pricing, 

policy and other related areas. 

What is the purpose of your testimony? 

The purpose of my testimony is to explain RUCO’s support of UNSE’s 

Proposed Settlement Agreement (“Agreement”). 

1 
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Q. 

A. 

Have you participated in other settlement negotiations? 

Yes. I have participated in settlement negotiations in other matters that 

have come before the Arizona Corporation Commission (“ACC” or 

“Commission”) both from the utility and consumer side. The majority of 

these negotiations have resulted in reaching an accord with the utility and 

the other settling parties, leading to the signing and supporting of a 

settlement agreement. On the other hand, I have walked away from 

settlement talks when negotiations produced a result I could not support. I 

have been involved in several recent negotiations where I represented 

RUCO. Some have resulted in settlements and others did not settle 

because RUCO found that they were not in the best interest of residential 

ratepayers. RUCO does not enter into settlements lightly. RUCO will not 

agree to settle simply as a means of avoiding litigation. However, in this 

matter, negotiations did produce reasonable and fair terms that RUCO can 

and does support. 

THE SETTLEMENT PROCESS 

Q. Was the negotiation process that resulted in the Settlement 

Agreement a proper and fair process? 

Yes. The Agreeinent is the result of wmerous h o w  of negatiation and a 

willingness among the parties to compromise. The negotiations were 

conducted in a fair and reasonable way that allowed each party the 

opportunity to participate. All intervenors had an opportunity to participate 

A. 

2 
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in every step of the negotiation. Notice for each scheduled meeting was 

sent to all parties electronically. Persons were able to participate via 

teleconference, if necessary. 

All four parties participated in the Agreement, UNSE, NUCOR, 

Commission Staff (“Staff‘) and RUCO. 

Q. 

4. 

Q. 

4. 

Did all the parties sign the Agreement? 

Yes. 

Why is a negotiated settlement process an appropriate way to 

resolve this matter? 

By its very nature, a settlement finds middle ground that the parties can 

support. All the parties that participated in the settlement talks were 

sophisticated parties who were well seasoned in the ACC’s regulatory 

processes and veterans of the negotiating table. The fact that all four 

parties representing such varied interests were able to come together to 

reach consensus illustrates the balance, moderation and compromise of 

the document. 

Settlement negotiations began only after each party had the opportunity to 

analyze UNSE’s Application, file its direct testimony and read the direct 

testimony of other Intervenors. Of course, the Agreement in no way 

3 
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eliminates the ACC’s constitutional right and duty to review this matter and 

to make its own determination whether the Agreement is truly balanced 

and the rates are just and reasonable. 

SUMMARY OF TESTIMONY 

Q. Please summarize your testimony. 

4. The Agreement reflects an outcome that is fair to both the consumer and 

UNSE and is in the public interest. Furthermore, this is a comprehensive 

agreement. Its terms settle a wide range of issues that were of significant 

interest to all the parties. 

RUCO supports the Agreement in its entirety because it contains 

numerous benefits to the consumer. I will list those benefits later. There 

were three areas of importance that needed to be resolved in the 

Agreement before RUCO could become a signatory. They were the 

amount of revenue increase that UNSE was granted, the impact on 

residential rates and the requirement to file a rate case no later than July 

1, 2017. All of these were addressed satisfactorily in the Agreement and 

will be explained later in my testimony. 

SETTLEMENT PROVISIONS 

Q. 

A. 

In summary, what are the benefits to the residential consumer? 

The benefits to the residential consumer are as follows: 

4 
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A revenue increase that is 42 percent of what the Company requested 

Rate increase in the first year of only $0.41 because of DSM credit 

Rate increase after first year for average residential customers of 2.1 8 

percent or $1.88 per month 

The Company will be required to file a rate case on or before July 1, 

2017 

Ratepayers will have a fixed rate option in lieu of the 

Continued billing assistance for low income customers 

Improved Purchase Power and Fuel Adjustment Clause that will 

smooth the impact of changes in fuel and purchased power 

PUBLIC INTEREST 

Q. 

4. 

How is the public interest satisfied by the Agreement? 

At the most fundamental level, the Agreement satisfies the public interest 

from RUCO’s perspective in that it provides favorable terms and 

protections for residential consumers as defined above. The Agreement 

also satisfies the public interest by providing a fair and balanced approach 

to addressing the Company’s concerns on financial and operating issues. 

5 
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THREE AREAS OF IMPORTANCE 

Q. 

A. 

Q. 

A. 

You mentioned three areas of importance that are critical for RUCO 

to sign on to the Agreement. Would you like to address them? 

Yes. One of the major issues in a rate case is how much is the Company 

going to be allowed to increase their revenues. The rate increases to 

consumers is affected directly by the increase in revenues. During the 

negotiation process the Company and parties made adjustments to the 

authorized rate of return, revenues, operating expenses and rate base. In 

this case the results of these negotiated adjustments ended up reducing 

the original request of the Company by 58 percent. This translated into 

significantly smaller rate increases. 

Another concern is the issue on the amount of increase to residential 

rates. Please explain this issue. 

Yes. One of RUCO's main priorities is to analyze monthly rate increases 

to determine if the increases are in the best interest of the residential 

ratepayer. Through the negotiation process in this settlement there will be 

a first year increase on the average residential consumers' rates of $0.41. 

This is because of a DSM credit that is owed the customers. The actual 

increase that will occur in year t ; ~ o  and beyond is $1.88 or 2.18 percent. 

This increase is considerably less than originally asked for by the 

Company. 
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2. 

9. 

Q. 

4. 

Additionally there is always a concern on when should the company 

file a new rate case. Please explain this issue. 

Depending on the situation settlements may include a stay out provision 

that prevents a company from filing a rate case before a certain date or 

may include a date by which the Company must file. In this case RUCO 

thought that it was appropriate to require the Company to file a rate case 

no later than July 1, 2017. The date was negotiated and agreed to by the 

Company. 

Does this conclude your testimony on the Agreement? 

Yes it does. 

7 
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3 A. 
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5 Q* 
6 A. 

7 

8 

9 

10 

11 

12 

13 

14 

15 Q. 

16 

17 A, 

18 

19 

I. INTRODUCTION 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Jay Zarnikau. My business address is 1515 Capital of Texas Hwy, South, 

Suite 1 10, Austin, Texas, 78746, 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am the president of Frontier Associates LLC. With a professional staff of over 30, my 

consulting firm provides assistance to energy consumers, electric and gas utilities, and 

government agencies on topics related to energy economics and pricing, utility cost 

allocation and rate design, forecasting, resource planning, energy efficiency program 

design and evaluation, and regulatory policy. 

I am also a Visiting (adjunct) Professor at The University of Texas. I teach graduate- 

level cowses in applied statistics in the Division of Statistics and Scientific Computation. 

I also teach graduatc-level courses in research and quantitative methods in the LBJ 

School of Public Affairs. 

PLEASE STATE BRIEFLY YOUR EDUCATIONAL BACKGROUND AND 

PROFESSIONAL QUALIFICATIONS. 

I have a Ph.D. degree in Economics from the University of Texas. I completed 

undergraduate studies in Business Administration and Economics at the State University 

of New York and McGill University in Canada. 
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From 1983 through 1991, I was employed by the Public Utility Commission of Texas, 

where I served as the Manager of Economic Analysis from 1985 though 1988; as the 

Assistant Director of the Electric Division from 1987 to 1988; and as the Director of 

Electric Utility Regulation froin 1988 to 1991, From 1991 through 1993, I held a faculty- 

level research position at The University of Texas College of Engineering Center for 

Energy Studies. I served as a vice president at Planergy, Inc. from 1992 to 1999. Since 

1999, I have been president of Frontier Associates LLC. I have taught courses in applied 

statistics at The University of Texas since 2003. 

My resume, which is attached to this direct testimony as Attachment JZ- 1, describes in 

greater detail my educational background and work experience. 

Q* 
A. 

0. 
A. 

Q- 
A. 

ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING? 

I am appearing on behalf of Nucor Steel -- Kingman. 

HAVE YOU PREVIOUSLY APPEARED BEFORE THIS COMMISSION? 

I provided pre-filed direct testimony on behalf of the applicant in Docket No. E-04 1 OOA- 

04-527: Application of Southwest Transmission Cooperative, Inc. for a Rate Increase. 

However, I was not cross-examined in that proceeding. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

My testimony reviews the rates and tariff changes proposed by UNS Electric in this 

proceeding, with a focus upon the proposed changes which might impact Nucor Steel’s 

facility in Kingman, Arizona. I propose a number of changes which I believe would be 

of mutual benefit to both UNS Electric (‘UNS’) and Nucor Steel (‘Nucor’). 
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1 Q. 

2 TESTIMONY? 

WHAT MATERIALS DID YOU REVIEW IN ORDER TO PWPARE YOUR 

3 A. 

4 

5 discovery materials. 

I reviewed the sections of the rate change application that I determined to potentially 

have an effect on the cost of electricity incurred by Nucor Steel, as well as related 

6 11. SUMMARY OF CONCLUSIONS 

7 Q. PLEASE SUMMARIZE YOUR CONCLUSIONS. 

8 A. I conclude that: 

9 

10 

11 

12 

13 

0 The current design of the winter time-of-use blocks in UNS’s Large Power Service Time 

of Use (LPS-TOU) tariff imposes unnecessary economic costs upon Nucor. This tariff 

should be re-designed in a manner which would assist large industrial customers like 

Nucor without harming (and, perhaps, even benefitting) UNS and other 

customers/ratepayers served through the utility’s time-of-use tariffs. 

14 

15 

16 

0 The design of the demand charge used to recover certain capacity-related costs from 

industrial energy consumers is needlessly complicated and could be greatly improved. 

Changes could be made which would yield benefits to UNS and all of its ratepayers. 

17 

18 

19 

20 system. 

Nucor would be willing to partially curtail purchases of electricity from UNS during on- 

peak periods in return for a credit or discount in the tariff‘s demand charge. The ability 

to partially curtail Nucor could have considerable value to UNS and the entire utility 
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1 0 The proposed differences in the increases to customer charges among industrial tariffs 

2 have not been adequately justified by the utility. 

3 

4 

UNS has not adequately explained its proposal to recover credit costs and broker fees 

through its Purchased Power and Fuel Adjustment Clause (PPFAC). 

5 Q, PLEASE PROVIDE YOUR RECOMMENDATIONS. 

6 A. I recommend the following: 

7 

8 

9 

The two existing discontiguous winter on-peak blocks (non-holiday weekdays from 6 to 

10 am. and from 5 to 9 pm.) in the LPS-TOU tariff should be replaced with a single six- 

hour on-peak block from 6 a.m. to noon. 

10 

11 

12 

13 classes. 

The demand charges in the utility’s tariffs for industrial energy consumers should be 

based upon the ciistomer’s contribution to four coincident peaks (4 CP). This is the same 

basis upon which capacity-related costs are partially allocated to various customer 

14 

15 

16 

17 

18 

19 the demand charge. 

0 I recommend adding an interruptible service option onto the LPS-TOU tariff, which 

would allow UNS to curtail or interrupt service to subscribing industrial energy 

consumers in return for a bill credit or discount in the demand charge associated with that 

tariff. The demand charge applied to interruptible load should be one-half of the demand 

charge applied to firm load. Alternately, a credit could be set at a Level that is one-half of 
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0 

0 

Q. 
A. 

Q. 
A. 

Q* 

A. 

The customer charges in the tariffs applicable to industrial energy consumers should be 

changed by the same percentage as other non-residential customer classes. 

Credit costs and broker fees should not be recovered through the PPFAC. 

1x1, NUCOR STEEL’S OPERATION IN IUNGMAN 

PLEASE DESCRIBE NUCOR STEEL’S OPERATION IN KINGMAN, ARIZONA. 

Nucor is the largest steel producer in the U.S., as well as the nation’s largest recycler of 

steel. The Nucor-Kingman facility produces coiled rebar and wire rod products. This 

former North Star Steel facility was acquired by Nucor in2003. Operations at the facility 

were re-started by Nucor in 2009. Since then, the Kingman mill has nearly doubled its 

staff of highly-skilled employees to 62. The return of steel production at this facility has 

been very important to the local and state economy. 

WHAT ELECTRICITY TARIFF IS NUCOR SERVED THROUGH? 

UNS’s Large Power Service Time of Use (LPS-TOU) tariff. 

HOW DOES THE STRUCTURE OF THE ELECTRICITY TARIFF THROUGH 

WHICH NUCOR IS SERVED AFFECT NUCOR STEEL’S OPEMTION IN 

KINGMAN, ARIZONA? 

In the steel industry, electricity is a very important input and tends to be the second or 

third highest variable input cost in steel production. Managing energy costs is critical for 

Nucor and other American steel manufacturers who must compete against steel producers 

in Mexico, China, Turkey, and other countries that flood the US. market with competing 
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products. To keep electricity costs as low as possible, Nucor schedules operations to 

minimize its production during on-peak periods. Wherever possible, labor and 

production shifts are scheduled to coincide with the off-peak periods in the LPS-TOU 

tariff. 

Of course, Nucor’s operating strategy benefits not only Nucor, but also benefits UNS and 

all other consumers on the UNS system. Because Nucor produces steel during off-peak 

periods rather than on-peak periods, UNS’s need for generating capacity to meet on-peak 

demands may be reduced, and energy generation costs may be lowered. By increasing 

operations during off-peak periods, Nucor also helps improve the UNS system load factor 

by filling in the periods of low demand, and in the process helps U N S  make better use of 

its generation resources, In general, steel production facilities are very “price responsive” 

and can respond to economic “price signals” in a manner that ultimately benefits UNS 

and its customers. For industrial customers like Nucor, even small percentage increases 

in electricity rates can translate into hundreds of thousands or millions of dollars in 

additional costs, impacting Nucor’s ability to operate in a highly competitive 

international market. 

IV. WINTER TOU PERIODS IN THE LPS-TOU TARIFF 

Q. IN THE PRESENT LPS-TOU TARIFF, WHAT ARE THE WINTER ON-PEAK 

20 TOU PERIODS? 
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1 A. Unlike the summer, where there is a single 8-hour long on-peak period, there we two 

2 discontiguous on-peak blocks in the winter under the LPS-TOU tariff. The on-peak 

3 periods are non-holiday weekdays fioin 6 to IO a.m. and from 5 to 9 p.m. 

4 Q. WHAT CHALLENGES DO THE CURRENT WINTER ON-PEAK PERIODS 

5 POSE FOR NUCOR? 

6 A. 

7 challenges: 

At NUCOT, the current designation of winter on-peak periods presents two operational 

8 

9 

10 

11 

0 In order to limit steel production to the off-peak periods, Nucor operates a 9-hour 

production shift fiom 9 p.m. to 6 a.m., and a 7-hour production shift fiom 10 a.m. to 5 

p.m. Having labor shifts that differ in duration by two hours creates some logistical and 

operational difficulties at the steel mill. 

12 

13 

14 

15 

16 

17 

0 The need to turn off production equipment twice each weekday during six months of each 

year - during both of the 4-hour long on-peak electricity price periods each day in the 

winter period - imposes unnecessary costs on Nucor. There are significant costs 

involved in re-starting production equipment. These costs could be reduced if Nucor was 

able to suspend production operations just once per weekday, rather than twice each 

weekday, during the winter period, 

18 Q. 

19 

HAS UNS PROVIDED A STUDY WHICH WOULD JUSTIFY WHY IT HAS 

DESIGNED ITS WINTER TOU PERIODS IN THIS MANNER? 
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1 A. 

2 

3 

4 

5 

G 

7 

8 Qa 

9 

10 

11 A. 

12 

13 

No. In response to Nucor 3.02 (Attachment JZ-2), UNS conceded that no study had been 

performed. In response to Nucor 3.03 (Attachment JZ-3) which asked how on-peak 

periods had been defined, U N S  Respondent Brenda Pries and Witness Craig Jones stated: 

“While TEP and UNS Electric have some differences in how the marginal cost of fuel is 

incurred during the peak periods, both utilities incur the highest cost of marginal fuel 

midday through the early evening hours during the summer, and in the early morning 

and late afternoon during the winter,” 

DO YOU AGREE THAT UNS INCURS ITS HIGHEST MARGINAL COST OF 

FUEL IN THE EARLY MORNING AND LATE AFTERNOON DUIUNG THE 

WINTER? 

Based upon the data provided by UNS in response to Nucor 4.07 and 4.08 (Attachment 

JZ-4), I fail to see a spike in marginal operating costs (or, the highest marginal cost of 

hel) during late afternoon hours in the winter. When I graphed the data that I received 
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from UNS, I obtained: 

2 

3 

4 

Clearly, there is a spike in operating costs in the early morning hours. But I fail to see a 

similar spike in the late afternoon hours. 

5 Q. 

6 SIMILAR PATTERN? 

DOES TOTAL SYSTEM DEMAND ON THE UNS SYSTEM FOLLOW A 
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1 A. A plot of demand, based on UNS’s response to Nucor 3 ,O 1 (Attachment JZ-5), shows a 

2 second spike in system demand during the late afternoon hours. 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

Perhaps this provided some initial rationale for establishing two on-peak periods during 

the winter period. 

However, I fully agree with UNS that the pattern in marginal operating costs should be 

used to define on-peak periods, rather than load patterns. An important policy goal is to 

align retail prices to costs. Thus, the pattern in marginal operating costs is a more 

important factor than patterns in demand, particularly for a summer-peaking utility such 

as UNS. For a summer-peaking utility, winter demand is not a key determinant of the 

need for generating capacity (as reflected in the utility’s choice of a 4 summer coincident 

peak or 4 CP allocator for generating and transmission capacity costs within their 

Average and Peak method). The pattern in marginal operating costs, rather than the 
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1 pattern of demand, should be the basis for designing TOU periods in the non-suinmer 

2 months. 

3 Q. IN LIGHT OF THE PATTERN IN MARGINAL OPERATING COSTS, HOW 

4 SHOULD THE WINTER ON-PEAK PERIOD BE DEFINED? 

5 A. 

6 

7 

Clearly, there is a spike in marginal operating cost in the early morning hours, beginning 

around 6 a.m. (Le,, the hour-ending 7 a.m.) and lasting about three hours. This suggests 

to me that an eight hour-long on-peak period is far too long. 

8 

9 

10 

11 

12 

The marginal generating operating costs incurred by UNS to serve its customers are 

clearly higher affer the morning spike in operating costs than before it. This suggests to 

me that if it was desirable to “extend” the three hour period of high marginal operating 

costs into a longer on-peak period, the extension should go toward the later hours of the 

day, Le., the hours after the spike in marginal operating costs. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

UNS presently includes 8 hours in its on-peak periods, yet the data provided by UNS 

supports a three or four-hour on-peak period. But, I realize that future patterns in 

marginal operating costs may deviate from past patterns, There is some uncertainty 

regarding when future periods of high operating costs might begin and end. 

Consequently, I would be comfortable with defining a 6-hour long on-peak period, from 

6 a.m. to noon, This would seem reasonable, in light of the data provided by UNS. It is 

also noteworthy that Tucson Electric Power (TEP), an affiliate of UNS, agreed to a 

summer peak period of six hours in duration (Le., from 2 p.m. to 8 p.m+) in Docket No, E- 

01933A-12-0291. (See UNS Response to Nucor 3.04, Attachment J2-6.) 
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1 Q* 

2 

3 A. 

4 

5 

6 

7 

8 

9 

10 

11 Q. 

12 

13 

14 

15 

16 A, 

17 

18 

19 

WOULD A SHORTER WINTER ON-PEAK PERIOD RESULT IN A LOSS IN 

REVENUES TO UNS? 

No, It should not, E propose that my recommendation be implemented in a “revenue- 

neutral” manner. The TOU charges should be adjusted to ensure that revenues collected 

by UNS under their proposed tariff design with an eight-hour on-peak period equal the 

revenues collected by UNS with my proposed six-hour on-peak period based on billing 

determinants approved by this Cormnission. 

I anticipate that my recommendation will result in a slightly greater differential between 

on-peak and off-peak rates, and a better match between retail prices and marginal 

operating costs. 

ONE OF THE GOALS OF TOU PRICING IS TO SEND A PRICE SIGNAL TO 

CONSUMERS TO ENCOURAGE THE SHIFTING OF CONSUMPTION FROM 

ON-PEAK TO OFF-PEAK PERIODS. WILL YOUR SUGGESTED CHANGE TO 

THE DEFINITION OF THE WINTER PEAK PERIOD CONTEUBUTE TO THAT 

OBJECTIVE? 

Yes. Based on the hourly data provided to me by UNS, the utility’s marginal operating 

Per cost during on-peak hours is per MWh and during off-peak hours is 

MWh under the present TOU definitions. Thus, the differential between on-peak and off- 

peak marginal operating costs is about 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q. 

A. 

Under m y  proposal, the iitility’s marginal operating cost during on-peak hours is 

and during off-peak hours is 

off-peak marginal costs to 

between prices and costs, since the differential in retail prices within the TOU prices is 

quite a bit greater. Customers who cause the utility to incur increased costs during on- 

peak hours will be paying something closer to their fair share of these costs than under 

the current peawoff-peak definitions. 

. That increases the differential between on-peak and 

Thus, my proposal would provide a better match 

The differential could be increased greatly if the on-peak winter period began at 6 a.m. 

(i.e., the hour ending 7 a.m.) and had a duration of only 3 or 4 hours. Under a 4-hour on- 

peak period, the differential between on-peak marginal operating costs and off-peak costs 

would be 

large differential in TOU prices proposed by UNS. However, if the Commission 

determines that a more gradual shift is in order, I believe that an on-peak period with a 

duration of 6 hours might be a reasonable compromise, since it would pose a more 

modest change in UNS’s present rate structure for TOU rates. 

. A greater differential in marginal operating costs will better support the 

SHOULD ALL OF UNS’S TARIFFS WITH TOU PERIODS BE RE-DEFINED IN 

THE MANNER IN WHICH YOU PROPOSE? 

Yes. I believe that all of the utility’s tariffs should be designed based upon the same 

economic principles. 

Nonetheless, if the Commission determines that such a change in TOU periods would not 

be appropriate for all customers on TOU rates, the utility could still achieve some of the 
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benefits of a consoIidated winter peak period by creating two winter TOU options - with 

one based on the present definition of the winter on-peak period and one based upon my 

proposed definition. I suspect, however, that other customers on TOU tariffs would find 

my suggested changes attractive, for the same reasons as Nucor does. 

V. INDUSTRIAL DEMAND CHARGES SHOULD BE RIGDESIGNED 

Q- 
A. 

Q. 

A. 

WHAT COSTS DOES UNS FECOVER THROUGH A DEMAND CHARGE? 

As detailed in UNS's Schedule G-7, UNS seeks to recover costs associated with 

generation and transmission capacity (plant in service) through demand charges for those 

customers with the metering necessary to permit a demand charge to be assessed. 

HOW DOES UNS ALLOCATE PRODUCTION AND TRANSMISSION- 

RELATED COSTS TO VARIOUS CUSTOMER CLASSES? 

As discussed in Mr. Jones' testimony, the Average and Peaks Method is used. As 

explained by Mr. Jones: 

The Average and Peaks 4CP factor is made up of two components: an average 
demand component (with a percentage weight of the system load factor) and a 
peak demand component (with a percentage weight of one minus the system load 
factor). The average denland component was calculated by dividing the number of 
hours in the test year into the loss-adjusted energy. The peak demand component 
was calculated as a combination of coincident peak demands (time of system 
peak} from July, August, and September 201 1 and June 2012, of the test year. The 
system peak during a period of 12 consecutive months occurs with greatest 
likelihood in these four summer months. 
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1 Q. DOES THE MANNER IN WHICH UNS COLLECTS DEMAND-RELATED 

2 COSTS MlRROR THE APPROACH USED TO ALLOCATE THESE COSTS? 

3 A. No. Under the LPS-TOU tariff, demand charges are based upon the following 

4 complicated formula: 

5 
6 
7 
8 
9 
IO 
11 
12 

BILLING DEMAND 
The monthly billing demand shall be the higher of: 
i. the highest measured fifteen-minute integrated reading of the demand meter during the on- 
peak hours of the billing period; 
ii. one-haif the highest measured fifteen minute integrated reading of the demand meter 
during the off-peak hours: 
iii. the highest demand metered during the preceding eleven (1 1) months; or 
iv. the contract capacity or 500 kW, whichever Is higher. 

13 The design of demand charges is inconsistent with the theory wed to allocate demand- 

14 related costs. 

15 Q. HOW SHOULD THIS INCONSISTENCY BE RESOLVED? 

16 A. Costs which are allocated on a 4 CP basis should be collected from consumers on the 

17 same basis - based on their contribution to the system’s 4 CPs, at least in situations 

18 where the metering infrastructure can accommodate this. Costs which are allocated on an 

19 energy basis should be collected from consumers on an energy basis. UNS’s present 

20 design of the demand charges results in a mismatch. 

21 Q. IS THE PRACTICE OF BILLING INDUSTRIAL ENERGY CONSUMERS 

22 BASED UPON THEIR CONTRIBUTION TO SYSTEM 4 CP MEASUREMENTS 

23 COMMON? 
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21 

A. 

Q. 

A. 

It is becoming common. Energy consumers in the competitive areas within the ERCOT 

market - the electricity market which covers most of Texas - with a demand over 700 

kW are charged for transmission service based on their contribution to ERCOT’s suimer 

4 CPs during the previous year. Many utilities and competitive retail service providers in 

the PJM market - the electricity market which serves much of the northeast U.S. - follow 

this practice, as well. Attachment J2-7 includes a recent press release that I came across 

describing how Direct Energy’s charges in the PJM market are based upon five 

coincident peaks. 

WOULD THERE BE BENEFITS TO UNS FROM BASING DEMAND CHARGES 

BASED ON A CUSTOMER’S CONTRIBUTION TO THE 4 CP? 

Yes. This type of pricing encourages energy consumers to reduce their electricity 

purchases during summer peaks, which is exactly the time when a utility system would 

benefit the most from demand reduction. The present design of the demand charges 

would instead encourage a consumer to flatten its load pattern. This does not encourage 

the consumer to reduce demand during those hours when demand reduction would have 

its greatest value to the system. The paper that I have provided as Attachment JZ-8 

demonstrates how industrial energy consumers in the ERCOT market have reduced 

system demand through their response to 4 CP price signals. 

This approach may also provide UNS with greater revenue stability. I doubt that the 

revenues collected through UNS’s present demand charges will ever match the demand- 

related costs allocated to a rate class, since it is not clear which of the four methods for 
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1 calculating the demand charge would apply to any given customer in any given month. If 

2 the costs allocated via the 4 CP component of the allocator were simply collected on the 

3 same basis as they were allocated (in more of a “pass-through” manner), the revenues 

4 would be more predictable and stable. 

5 Q. WOULD RE-DESIGNED DEMAND CHARGES RESULT IN A LOSS IN 

6 REVENUES TO UNS? 

7 A. No. It should not. I propose that my recommendation be implemented in a “revenue- 

8 neutral” manner. The demand charges should be adjusted to ensure that revenues 

9 approved by the Commission to be recovered by UNS under their proposed tariff design 

10 equal the revenues collected by UNS with my proposed demand charge design. 

11 Q. WILL YOUR RECOMMENDATION RESULT IN ANY SHIFT IN COSTS TO 

12 CUSTOMER CLASSES WITH RELATIVELY-HIGH CONTRIBUTIONS TO 

13 THE SUMMER PEAK? 

14 A. No. My recommendation will not affect cost allocation. The costs assigned to each class 

15 will not change. My recommendation only affects how costs are recovered from 

16 industrial energy consumers, and not how costs are allocated to customer classes. I 

17 suggest that after costs are allocated, that the demand charge be designed to recover 

18 demand-related costs in a manner which better reflects the cost allocation principles 

19 adopted by the Commission. 
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Q. 

A. 

Q- 

A. 

0 

e 

My recommendation may affect the costs paid by individual consuniers within the LPS 

class. Those customers with disproportionately high usage during the 4 CPs might pay 

more. Those customers within the LPS class with relatively-low purchases of electricity 

during the peaks may pay less. 

SHOULD YOUR RECOMMENDATION TO RIGDESIGN THE DEMAND 

CHARGE JUST BE APPLIED TO THE LPS CLASS? 

I suggest that for now, it be applied to any customer class where the metering 

infrastructure can accommodate billing on the basis of a customer’s contribution to the 4 

CPS. 

PLEASE EXPLAIN THE STEPS NECESSARY FOR UNS TO IMPLEMENT 

THJS RECOMMENDATION. 

The following steps should be taken: 

Identify the customer classes with the metering infrastructure capable of recording 

customer demand during the 4 CP. These are the classes to which my recommendation 

would apply. 

Identify the demand-related costs allocated to those rate classes (from Schedule G). 

Take roughly 47% of those costs (1- system load factor). These are the costs to be 

collected based on the 4 CP measurements during the previous year. 
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20 

Divide the demand-related costs to be collected through 4 CP charges by the class’ 

average demand during the test year (or previous year) 4 CPs. Such data are presented in 

UNS Workpaper “UNSE AvgPeakxls.” 

Divide the result by 12, to convert an annual value to a monthly demand charge, which is 

billed to a customer based on its contribution to the average of the 4 CPs during the 

previous calendar year. 

Constiuct an additional energy charge (or an increase to an existing energy charge) to 

collect the demand-related costs (the demand-related costs associated to the class 

multiplied by (1 -system load factor)) that were allocated to the rate class based on 

average energy. This charge is sinipIy the demand-related costs allocated to the class and 

3 to be recovered from the energy charge divided by the rate class’s kWh consumption 

during the test year or the previotis calendar year. 

VI. AN INTERRUPTIBLE OPTION SHOULD BE ADDED TO THE LPS-TOU 

TARIFF 

Q. COULD NUCOR’S KINGMAN FACILITY POTENTIALLY BE AN 

INTERRUPTIBLE CUSTOMER? 

A. During on-peak summer hours, a designated portion of the electrical service provided by 

UNS to Nucor and potentially other large industrial customers could be interrupted. 

During summer off-peak hours, Nucor operates at full production and could not easily 

withstand an interruption in electrical service. 
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1 Q. WOULD THE ABILITY TO MTERRUPT A PORTION OF NUCOR’S AND 

2 OTHER LARGE INDUSTRIAL CUSTOMERS’ LOADS DURING SUMMER ON- 

3 PEAK PERIODS PROVIDE A BENEFIT TO UNS? 

4 A. Yes. This would provide UNS with an additional resource for meeting summer peak 

5 

6 

demand. And the cost of this resource would likely be less than the cost of acquiring a 

supply-side resource to meet a summer peak need. 

7 Since UNS’s system peak presumably occurs during a summer on-peak TOU period, the 

8 summer on-peak period should be the focus of such a program. Whether industrial 

9 customers are able to interrupt during off-peak or winter periods is far less important, and 

10 

I1 

I do not believe that the ability to interrupt these customers only during on-peak periods 

would diminish the value of this resource to UNS. 

12 Q. DOES UNS ALREADY OFFER AN INTERRUPTIBLE TARXPF FOR 

13 INDUSTRIAL ENERGY CONSUMERS? 

14 A. 

15 

16 

17 TOU periods. 

Yes. But the existing tariff does not provide time-of-use pricing. If Nucor, for example, 

were to move onto UNS’s existing interruptible tariff, UNS and N W O ~  would lose the 

benefits associated with having the steel mill schedule its operations during the off-peak 

18 Q. HOW DO YOU RECOMMEND ALTERING THE LPS-TOU TARIFF? 

19 A. 

20 

The existing LPS-TOU tariff should be augmented with an “interruptible option,” 

permitting UNS to interrupt or curtail service to LPS-TOU customers during summer on- 
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peak periods. The ten-minute notice period in the Interruptible Power Seivice (IPS) tariff 

could be used in the LPS-TOU tariff also. 

Q. 

A. 

BOW SHOULD INDUSTRIAL ENERGY CUSTOMERS WHO SELECT THE 

INTERRUPTIBLE OPTION BE COMPENSATED? 

In return for allowing UNS to interrupt a portion of the customer’s service with a ten- 

minute notice period and under terms and conditions similar to those in the IPS tariff 

(though limited to on-peak periods), UNS should either provide a bill credit or a 

discounted demand charge for the portion of a customer’s load designated to be 

interruptible. 

If my recoinmendation to re-design demand charges is accepted, a 4 CP-based demand 

charge for the interruptible portion of the customer’s load could be discounted 

appropriateiy. A reduction in a 4 CP demand charge is an appropriate approach since a 

customer’s contribution to the 4 CP is a good measure of the demand that may be 

dropped if an interruption is called, if we assume interruptions are most likely to be called 

during a peak and the customer is able to drop a predetermined amount of its purchases at 

that time. 

If my recoinmendation to redesign demand charges is not accepted by the Commission, a 

payment or credit based upon the customer’s contribution to 4 CPs should be used. The 

customer’s average demand during all on-peak periods could also be used, though this 

would be less precise as it would seem to imply that an interruption was equally likely 

during any hour within the numerous on-peak hours. 
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1 Q* 
2 

3 A. 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 Q. 

21 

HOW SHOULD THE DISCOUNT TO THE DEMAND CHARGE OR CREDIT BE 

CALCULATED? 

For the portion of the customer’s demand which may be interrupted by the utility, I 

recommend that the demand charge be one-half of the demand charge which would be 

applied to firm, or non-interruptible, service. If compensation to the partially- 

interruptible customer was provided through a credit, then the credit should be calculated 

as the interruptible load times one-half of the demand charge as expressed in dollars per 

kW. 

For example, if this Commission approves a demand charge for the LPS and LPS-TOU 

tariffs of $15/kW for customers served at >69kW, then $15/kW would be applied to the 

portion of the customer’s demand that was firm during the average of the previous year’s 

4 CPs, and $7.50/kW would be applied to the interruptible portion of the customer’s load 

during the previous year’s 4 CPs. Alternatively, all of the load during the previous year’s 

4 CPs could be billed at the demand charge of $1 5kW and a credit could be calculated as 

the interruptible load during the 4 CPs times $7.50/kW. For a hypothetical industrial 

customer with 500 kW of firm load and 500 kW of interruptible load during the 4 CPs, 

the demand charges would be (5OOkW*$l5/kW + 500kW*$7.50) = $11,250 or (treating 

this as a credit (lMW*$15/kW - 500kW*$7.50) = $1 1,250. Either of these approaches 

would yield the same resuit, provided billing demand is defined in a consistent manner. 

WHY DO YOU BELIEVE THAT IT IS REASONABLE TO APPLY ONE-HALF 

OF THE “FIRM” DEMAND CHARGE TO THE INTERRUPTIBLE LOAD? 
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1 A. In this proceeding, UNS has proposed a demand charge for IPS customers of $7.37/kW. 

2 This is 5 1% of the demand charge that UNS has proposed for LGS and LGS-TOU 

3 customers, and 30% to 40% of the demand charge that UNS has proposed for LPS and 

4 

5 

LPS-TOU customers (with the range dependent upon the voltage at which the customer 

accepts service). Customers served through the LGS, LGS-TOU, LPS, and LPS-TOU 

G 

7 

tariffs could presumably agree to be interrupted and move onto the IPS tariff and see 

savings in their demand charges of somewhere between 49% and 70%, Based upon my 

8 

9 

experience, this level of “discount” in a demand charge for interruptible service is typical. 

While I believe that a discount of over 50% could be justified, setting the discount at 50% 

10 would be reasonable, if interruptible requests were confined to on-peak periods. 

1 1  VII. PROPOSED INCREASES IN CUSTOMER CHARGES ARE NOT JUSTIFIED 

12 Q. BOW DOES THE PROPOSED INCRlEASE IN THE CUSTOMER CHARGES 

13 FOR THE LPS AND LPS-TOU TARIFFS COMPARE WITH THE INCREASES 

14 PROPOSED BY THE UTILITY FOR ITS OTHER TARIFFS? 

15 A. 

16 

UNS proposes to increase the customer charges for the LPS and LPS TOU tariffs by 

269% or 303%, depending upon the voltage at which the customer is served. This 

17 

18 

proposed increase is far greater than the increase (either in dollar or percentage terms) 

proposed for any other class of customers, as is evident fiom the following table. 

UNS Proposed Increase in Customer Charges 

Current Proposed Percentage 
Tariff Charge Charge Increase 
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Res $8.00 $10.50 3 1% 
SGS $12.50 $14.50 16% 
SGS-10 TOU $12.50 $16.50 32% 
LGS $16,00 $50.00 213% 
LGS TOU $20.00 $52,00 160% 
LPS and LPS TOU (69 kV $372.00 $1,500,00 303% 
LPS and LPS TOU >69 kV $407.00 $1,500.00 269% 
IPS $16.00 $18.00 13% 

1 
2 Q. HAVE YOU EXAMINED UNS’S PROPOSED INCREASE TO THE VARIOUS 

3 COMPONENTS OF THE CUSTOMER CHARGE? 

4 A. Yes. The increases in these components are displayed in the table below. 

Components of Proposed Increase in LPS Customer Charge (>69kV) 

Current Proposed Percentage 
Component Charge Charge Increase 

Meter Reading $28.22 $43 6.9 6 1448% 

Customer Delivery $0.12 $243.92 203167% 

Meter Services $233.36 $159.46 -32% 

Billing and Collection $145.30 $659.66 3 54% 

5 
6 
7 Q* 

8 

9 A. 

10 

11 

12 

13 

14 

HAS UNS EXPLAINED WHY THE CUSTOMER CHARGES TO THE LPS AND 

LPS TOU CUSTOMERS SHOULD BE INCREASED AT SUCH A HIGH RATE? 

No. Through discovery responses (e.g., UNS’s response to Nucor 2.07,2.08,2.09,4.5, 

and 5.2, all presented as Attachment JZ-9) UNS has explained differences in the 

proposed customer charges among rate classes. However, I have not seen an explanation 

of why these charges should increase at such dramatically different rates. UNS’s 

explanation appears to be, in essence, an unquestioning reliance on the results of the cost 

of service model. For example, the utility’s response to Nucor 2.08 reads: “The cost is 
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1 developed based on the data in the test year and the class cost of service study.” As the 

2 utility’s response to Nucor 2.07 notes, the small (only 20) number of customers in the LPS 

3 class results in a very few number of customers paying significantly higher costs which get 

4 allocated to the LPS class under UNS’s cost allocation method. 

5 Q. DO YOU AGREE WITH UNS’S ASSERTION THAT IF THESE ARE THE 

6 CUSTOMER CHARGES THAT CAME OUT OF ITS COST ALLOCATION 

7 MODEL, THEN THESE ARE REASONABLE AND MUST BE ADOPTED BY 

8 THE COMMISSION? 

9 A. Not necessarily, I would advise against blindly adopting charges that come out of a cost 

allocation model. Setting aside the question of whether the utility has adopted 

appropriate allocation factors to allocate customer-related costs to various rate classes, I 

recommend that when considering the reasonableness of charges this Coinmission also 

10 

11 

12 

13 consider the following: 

14 

15 

16 

17 

18 

o Were the costs incurred by the utility for customer-related activities appropriately 

booked to the correct FERC accounts? 

o Are various customer classes paying similar charges for similar services? 

o Are charges being changed in accordance with the “gradualism” principles that 

this Commission has historically endorsed? 

19 Q. 

20 

21 CLASS? 

HAVE YOU SOUGHT TO EXAMINE THE COSTS INCURRED BY UNS AS 

JUSTIFICATION FOR ITS PROPOSED CUSTOMER CHARGE TO THE LPS 
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1 A. 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

Yes. The request and the utility’s response are provided below (Attachment JZ-10). 

NUCOR 5.1 
Please provide all invoices, purchasing records, contracts, time sheets, other 
documentation of costs, spreadsheets, and work papers necessary to replicate the 
utility’s calculation of its proposed customer charges for non-residential customer 
class e s. 
RESPONSE: 
The above requested documents could not be used to replicate the utility’s 
calculation of its proposed customer charges for non-residential customer classes 
because the utility did not calculate customer specific charges using these specific 
items. Standard rate making procedures generally support a calculation based on 
allocations of booked expense accounts based on the results of a Cost of Service 
Study which uses various methods to allocate costs to each class. These methods 
include weighting of various cost components based on the classes’ utilization of 
facilities and personnel, general allocators and where appropriate, customer 
specific data. 

The primary work paper to determine the proposed customer charges is Schedule 
G-6-1 in the class cost of service study. This schedule shows the cost of service 
on a per unit basis for all charges (demand, energy and customer charges), The 
rate of return in Schedule G-6-1 in the cost of service is based on class rate of 
returns based on test year adjusted rate base divided by the test year adjusted 
operating revenue by class excluding Other Operating Revenue. See response to 
STF 2.43 for file STF 2,43 G-6-1 .xls which provides unit cost based on the 
Company’s requested overall rate of return. 

It would seem difficult for the Commission to confirm the reasonableness of the utility’s 

29 proposed customer charges if the utility cannot provide evidence showing the test-year 

30 custonier-related costs that it incurred which were subsequently input to its cost of 

31 service model and allocated to the LPS class. 

32 Q. HOW DO THE VARIOUS COMPONENTS OF THE PROPOSED CUSTOMER 

33 CHARGE IN THE LPS TARIFF COMPARE TO THE PROPOSED CHARGES IN 

34 OTHER TARIFFS OF UNS WHERE SIMILAR SERVICES ARE PROVIDED? 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

A. 

Q .  
A. 

Through discovery, I asked UNS to explain why the proposed monthly customer charges 

to LPS customers are so different fiom the proposed charges to IPS customers. IPS 

customers could be of similar size to LPS customers, so I thought that the charges to IPS 

customers might provide a viable comparison. UNS explained that different meters are 

installed on LPS versus IPS customers, which might explain some differences in the 

Meter Services and Meter Reading charges between these two customer classes. 

However, I do not understand why the costs incurred by UNS for Billing and Collection 

would be any different between these two classes. According to UNS’s response to 

Nucor 5.3, “the bills sent to IPS and LPS do not differ in format, nor do IPS or LPS 

customers pay their bills differently.” Thus it is not clear to me why LPS customers would 

pay $659.66 per month for Billing and Collection services, while IPS customers would 

pay only $8.48 per month. Further, it is not clear to me why LPS customers should pay 

$243.92 per month for customer delivery services and IPS customers should pay $3.16 

when “[ilhe Company is not aware of any specific services that would differ substantially 

between the two types of customers” according to UNS response to Nucor 7.5 (Attachment 

JZ-1 1). Finally, according to the Company’s response to Nucor 7.6 (Attachment JZ-12), 

similar customer delivery services are provided to LPS and LGS customers, yet LPS 

customers would pay 33 times more under the utility’s proposal. 

WHAT IS THE PRINCIPLE OF GRADUALISM? 

It is a ratemaking principle which suggests that rates should be moved in a gradual 

manner toward unity rate of return. Charges should not be changed abruptly and large 

changes in rates should be avoided. 
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1 Q. ARE THE PROPOSED INCREASES OF 269% AND 303% IN THE CUSTOMER 

2 CHARGES OF LPS CUSTOMERS A VIOLATION OF THE PRINCIPLE OF 

3 GRADUALISM? 

4 A. Yes. 

5 Q. WHAT ARE YOUR RECOMMENDATIONS REGARDING THE CUSTOMER 

6 CHARGES PROPOSED BY UNS? 

7 A. 

8 

9 

10 

11 

12 

13 

In the revenue requirements (the “non-rate design”) phase of this proceeding, the utility’s 

reasonable and necessary cost of service or revenue requirement for customer-related 

costs will be determined. My recommendation would not impact UNS’s ability to collect 

a reasonable amount for large customers’ customer-related costs, nor would it impact the 

residential customers. Rather, I recommend that all non-residential customer classes be 

changed proportionally and in a revenue-neutral manner, That is, each non-residential 

customer should receive the same percentage increase in its customer charge. 

14 

15 

16 

17 trivial increases. 

Certainly, UNS should have a reasonable opportunity to recover all of its 

customer-related costs. But UNS has not justified its proposal to roughly triple the 

customer charges for LPS customers, while exposing some other customer classes to 
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2 

3 

4 
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6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

VFII. PROPOSED REDESIGN OF PURCHASED POWER AND FUEL ADJUSTMENT 

CLAUSE (PPFAC) 

Q. 

A. 

Qe 

A. 

DO YOU HAVE ANY CONCERNS ABOUT THE PROPOSAL BY UNS TO RE- 

DESIGN ITS PURCHASED POWER AND FUEL ADJUSTMENT CLAUSE? 

Yes. While I take no position on the utility’s proposal to remove fuel and purchased 

power costs from base rates and recover them exclusively through the PPFAC, I am 

concerned about their proposal to expand the types of costs that are collected through the 

PPFAC to include credit costs and broker fees. 

WHY IS THIS A CONCERN? 

My chief concern is that UNS has not sufficiently explained this change and its impacts. 

In Nucor 6.3 (Attachment JZ-13)’ we asked whether “the proposed modifications to the 

PPFAC calculations will have a material impact on customer bills” and were told the impacts 

would be “minimal.” 

1 asked questions through Nucor’s 3rd discovery request which were designed to explore 

whether the utility was proposing to move costs between the PPFAC and base rates, but the 

Company’s proposal to expand the types of costs that are collected through the PPFAC to 

include credit costs and broker fees was not identified as a change. For example, UNS 

response to Nucor 3.09 (Attachment JZ-14) reads: “Without waiver of objection, as the 

Company understands the question, since the Company’s proposal includes the recovery of 

all fuel in the PPFAC (Rider-1), none of the other energy charges would have been changed 

since they can only be changed in a rate case.” Yet, this does not seem accurate, If the 

“Company’s proposal” was in effect during a previous year, then base rates would have been 
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lower and the PPFAC would have been higher, cederisparibus, because credit costs and 

broker fees would have been collected through the PPFAC rather than through base rates 

under the Company’s proposal (unless the expenses proposed to be shifted were 

negligible). 

I was unaware that the utility had proposed moving these costs into the PPFAC until I 

saw the issue referenced in testimony from the ACC Staff and RUCO, 

Absent a good explanation for this change from U N S  and better information about the 

impact of this change on Nucor, I cannot support the Utility’s proposal to move credit 

costs and broker fees into the PPFAC. 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

A. Yes, it does. 
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Background and Qualifications of Dr. 

Jay Zarnikau, PhD 
President, Frontier Associates LLC 
15 S, Capital of Texas Hwy., Suite 110 

Austin, TX 78746 
Phone: (512) 372-8778 

Jay Zar ni kau 

PROFESSIONAL EXPERIENCE 

engineers responsible for analyzing regulatory and technical issues and providing 

Visiting Professor or Fellow. The University of Texas. 
As adjunct faculty member, teaches interdisciplinary courses in Applied 
Regression Analysis, Advanced Empirical Methods, Introduction to Empirical 
Methods, and independent study. 

President, Frontier Associates, Austin, Texas 
Responsible for providing assistance in the design and implementation of energy 
efficiency programs, utility resource planning, electricity pricing, rate 
analysiddesign, program evaluation, demand forecasting, and energy policy, 
Assist in supervision of a staff of over 30 professionals. 

Vice President, Planergy, Austin, Texas 
Responsible for providing assistance in the design and implementation of energy 
efficiency programs, and providing consulting assistance in the areas of utility 
resource planning, electricity pricing, program evaluation, demand forecasting, 
and energy policy. 

Manager of Energy Strategics Research Program, The University of Texas at 
Austin Center for Energy Studies College of Engineering, Austin, Texas 
Held faculty-level research position responsible for the oversight of research 
projects in the areas of utility resource planning, regulation, electricity pricing, 
and policy analysis, including assessments of the potential €or energy efficiency 
savings in Texas. 
Program Manager for EPRI-sponsored effort to develop a new integrated resource 
planning framework and model. 

Director of Electric Utility Regulation (from 1988 to 1991), Economist (1983 
to 1988) Public Utility Commission of Texas, Austin, Texas 

Supervised a professional staff of over fifty accountants, economists, and 
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recomniendations to the Commission, Prepared and defended testimony in over 
twenty proceedings. 

1982-1983 Research Associate, Bureau of Business Research, University of Texas at 
Austin, Austin, Texas 
Assisted in maintenance of statewide economic-demographic forecasting model, 
prepared projections for state legislature and state agencies, and conducted studies 
to determine the value of various mineral resources in Texas. 

EDUCATION 

Ph.D. (1990) and M.A. (1983) in Economics, University of Texas at Austin. Fields completed in 
Econometrics, Resource Economics, and Micro Modeling 
B.S. in Biisiness Administration and Economics, State University of New York, Oswego, New 
York, May 198 1 
McGill University, Montreal, Quebec, 1979- 1980 

PUBLICATIONS AND RESEARCH PAPERS 

Refereed Journals: 

“The Impact of Wind Generation on Wholesale Electricity Prices in the Hydro-Rich Pacific 
Northwest.” IEEE Transactions on Power Systems. With C.K. Woo, Ira Horowitz, 
Jonathan Kadish, and Jianhui Wang. In Press. 

“The response of large industrial energy consumers to four coincident peak (4CP) transmission 
charges in the Texas (ERCOT) market.” Utilities Policv. 2013. With Dan Thal. 

“Transparency of Retail Energy Pricing: Evidence from the US. Natural Gas Industry.” 
Managerial and Decision Economics. 2013. With C.K. Woo, Ira Horowitz, and Alice 
Shiu. 

“The Many Factors that Affect the Success of Regulatory Mechanisms Designed to Foster 
Energy Efficiency,” Energy Efficiency. Vot. 5 ,  No. 3,2012, pp, 393-410. 

“Blowing in the Wind: Vanishing Payoffs of a Tolling Agreement for Natural Gas-Fired 
Generation of Electricity in Texas,” The Energy Journal, 2012, Vol. 33(1), with C.K. 
Woo, Ira Horowitz, Brian Horii, and Ren Orans. 

“Wind Generation and Zonal-Market Price Divergence: Evidence from Texas,” Energy Policy, 
Vol. 39(7), 201 1, pp. 3928-3938. With C.K. Woo, J. Moore, and I. Horowitz. 
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“Successful Renewable Energy Development in a Competitive Electricity Market: A Texas Case 
Study,” Energy Policyl Vol. 39(7), 201 1, pp. 3906-3913. 

“System Energy Assessment (SEA), Defining a Standard Measure of EROI for Energy 
Businesses as Whole Systems.” Sustainability. Vol. 3(10), 201 1, pp. 1908-1943. With 
Phil Henshaw and Carey King. 

“Exact Welfare Effect for Double-Log Demand with Partial Adjustment”, Empirical Economics, 
Springer, Vol. 42(1), 2010, pp. 171-180. With C.K. Woo and Eli Kollman. 

“Demand Participation in the Restructured Electric Reliability Council of Texas Market,” 
Energy -- the International Journal. 2009. 

“Did the Expiration of Retail Price Caps Affected Competitive Electricity Prices in Texas?,” 
Enernv Policv, Vol. 37(5), pp. 1713-1717,2009; with Linhong Kang. 

“Aggregate Consumer Response to Wholesale Prices in the Restructured Texas Electricity 
Market,” Energy Economics. Vol. 30(4), pp. 1798-1808,2008. With Ian Hallett. 

“Industrial Energy Consumer Response to Wholesale Prices in the Restructured Texas 
Electricity Market,” with Greg Landreth, Ian Hallett, and Subal Kumbhaltar. Energy -- 
the International Journal. 2007. 

“Trends in Prices to Commercial Energy Consumers in the Competitive Texas Electricity 
Market,” Enerw Policv. Vol. 35(8), 2007, pp. 4332-4339. With Marilyn Fox and Paul 
Smolen. 

“Testing Functional Forms in Energy Modeling: An Application of the Bayesian Approach,” 
Enerpy Economics, Vol. 54(2), 2007, pp. 158-166. With Ni Xiao and Paul Damien. 

“Has Electric Utility Restructuring Led to Lower Electricity Prices for Residential Consumers in 
Texas?” Energy Policy, Vol. 34(15), pp. 2191-2200. With Doug Whitworth. 

“A Review of Efforts to Restructure Texas’ Electricity Market,” Enernv Policy, Vol. 33(1), 
2005, pp. 15-25. 

“Consumer Demand for ‘Green Power’ and Energy Efficiency,” Energy Policy, Vol. 3 I (1 5) ,  
2003, pp. 1661-1672. 

“Functional Forms in Energy Demand Modeling,” Energv Economics, Vol. 25(6), pp, 603-61 3, 
2003. 

“Defining Total Use in Econometric Studies, Does the Aggregation Approach Matter?,” Energy 
Economics, Vol. 21(5), 1999, pp. 485-492. 
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“Will Tomorrow’s Energy Efficiency Indices Prove Usefhl in Economic Studies?,” The Eiiergv 
Journal, Vol. 20(3), 1999. 

“A Re-examination of the Causal Relationship between Energy Consumption and GDP,” 
Journal of Energy and Development, 1996. 

“The Evolution of the Cogeneration Market in Texas,” Enernv Policy, Vol. 24( l), 1996, pp. 67- 
79. 

“Can Different Energy Resources be Added or Compared?,” Energy - The International Journal, 
1995, VoI. 21, No. 6; with Philip Schmidt and Sid Guermouche. 

“Spot Market Pricing of Water Resources niid Efficient Means of Rationing Water During 
Scarcity.” Resource and Enerw Economics. Vol. 16(3), 1994, pp. 189-210. 

“Advanced Pricing in Electrical Systems,” IEEE Trans. on Power Systems, 1995; with Martin 
Baughman and Shams Siddiqi. 

“Integrating Transmission into IRP,” IEEE Trans. on Power Systems, 1998; with Martin 
Bawghman and Shams Siddiqi. 

“Customer Responsiveness to Real-Time Pricing of Electricity,” The Energy Journal, December 
1990, Vol. 11, No. 4. 

”Spot Market Pricing of Electricity,” Forum for Applied Research and Public Policy, Winter 
1990, Vol. 5 ,  No. 4; with Martin Baughman and George Mentrup, 

Under Review: 

“Did the introduction of a nodal market structure impact wholesale electricity prices in the Texas 
(ERCOT) market?’ With C.K. Woo and Ross Baldick. 

Non-Refereed Jourrtnls und Widely -Accessible Proceedings: 

“Texas Electricity Market: Best Gets Better,” forthcoming in Evolution of Global Electricity 
Markets, ed. Fereidoon Sioshansi, Elsevier. With Parviz Adib and Ross Baldick. 

“Getting to Zero: Green Building and Net Zero Energy Homes,” in Smart Livine; in the Coming 
Age of Scarcity, edited by F. P. Sioshansi, Elsevier, 2010. With Meredith Gray. 

“Defining a Standard Measure for Whale System EROX, Combining Economic Top-Down and 
LCA Bottom-Up Accounting,” Proceedings of Enerav Sustainabili tv 20 10, American 
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Society of Mechanical Engineers, May 2010, Phoenix. With Carey King and Phil 
Hens haw. 

“Will Electricity Market Reform Likely Reduce Retail Rates?,” The Electricity Journal, Vol. 
22(2), 2009, pp. 40-45. With C.K. Woo. 

Barriers and Policy Solutions to Energy Efficiency as a Carbon Emissions Reduction Strategy,” 
in Electricitv Generation in a Carbon-Constrained World, edited by F. P. Sioshansi, 
Elsevier, 2009. With Bill Prindle and Erica Allis. 

“Integrating Demand Response into Restructured Wholesale Markets,” in Competitive 
Electricity Markets: Desbn, Implementation, and Pe$orimnce, edited by F, P. 
Sioshansi, Elsevier, 2008. 

“The Quest for Competitive Electricity Markets,” LBJ Journal of Public Affairs, 2008. 

“Texas: The Most Robust Restructured Electricity Market in North America,” in Electricity 
Market Reform: An International Perspective, Ed. F. P. Sioshansi and Wolfgang 
Pfaffenberger, Elsevier, 2007. 

“Changing Installation Practices of A/C Installers -Three Years of Results, ” ACEEE Summer 
Study on Energy Efficiency in Building, 2006 With Mike Stockard and Phil Audet. 

“Using Demand Response Programs to Provide Operating Reserves in Wholesale Power 
Markets: A Case Study of the ERCOT Market,” US Energy Association’s Dialogue, 
2006. 

“Energy Efficient Windows in the Southern Residential Windows Market,” ACEEE Summer 
Study Proceedinm, with Alison Tribble, Kate Offringa, Bill Prindle, Dariush Arasteh, 
Arlene Stewart, and Ken Nittler. 2002. 

“Agriculture: An Often-Overlooked Opportunity for Energy Conservation,” Strategic Planning 
for Energy and the Environment, with Alex Lee, 1997. 

“Energy Efficiency Opportunities in the Industrial Sector,” Energy Engineering;, Vol. 93, No, 3, 
1996; with Alex Lee. 

“Taking Advantage of Real-Time Pricing Programs to Reduce Energy Costs in Manufacturing,” 
ACEEE Summer Study on Energy Efficiency in Industry Proceedings, August 1997. 

“Opportunities for Energy Efficiency in the Texas Industrial Sector,” ACEEE Summer Study on 
Energy Efficiency in Industry Proceedings, August 1995; contributor. 

“Wheeling Nonutility Power: The Texas Experience” The Electricity Journal, Vol. 2(7), pp. 32- 
41, 1989. With Bill Moore and Martin Baughman. 
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“Has Texas Become a Net Importer of Energy Resources?” Texas Business Review, 1997. 

“Plugging into the Texas Electricity Market: Avoiding the Mistakes of California?” Texas 
Business Review, 2001, 

“Rewired for Competition: The Restructuring of Electricity Markets in Texas?” Texas Business 
Review, 1999. 

OTHER ACTIVITIES 

Adjunct Lecturer and Visiting Professor, University of Texas LBJ School of Public Affairs and 
College of Natural Sciences Division of Statistics. Teaches courses in Applied Regression 
Analysis and Introduction of Quantitative Analysis. Since 2003 

Board of Editors, ISRN Economics journal 
ERCOT Working Group on Demand Side Resources, Founder and Co-Chair (2001) 

Board Member and Vice President for Publications, Association of Energy Services 
Professionals, 200 1-2007 

Retail Energy Aggregators of Texas, Director, 200 1-2003 

State of Texas Energy Policy Partnership, Member, 1992 
National Association of Regulatory Utility Commissioners Staff Subcommittee on Wheeling and 
Transmission, Member, 1990 
Member of American Economic Association, International Association for Energy Economics 
(Vice President of local chapter), and American Statistical Association. 

Reviewer for International Energy Review, ACEEE Summer Study, IEEE Transactions on 
Power Systems, Enerav Economics, Enerav Policy, Energy - The International Journal, British 
Journal of Economics, Management and Trade, Power Engineering Society. Energy Exdoration and 
Exdoitation, Amlied Energv, and The Energy Journal 

TESTIMONY 

PUCT Docket No. 36633: Petition of CPS Energy for  Enforcement Against AT&T and Time Warner 
Cable regarding Pole Alfachments. Rebuttal testimony before the Public Utility Commission of 
Texas (PUCT) on behalf of AT&T and Time Warner Cable regarding statistical sampling of 
electric poles. 

Arizona Corporation Commission Docket No. E-041OOA-04-52 7: Application of Southwest Transmission 
Cooperative, Inc. for a Rate Increase. Provided cost allocation and rate design recommendations 
on behalf of the applicant. 

Arkansas PSC Docket No. 09-071-u( In the Matter of the Application ofArkansas Electric Cooperative 
Corporation for Modijication of Raies and Charges. Reviewed proposed interruptible credit 
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riders in light of new state laws pertaining to the rate regulation of electric cooperatives. On 
behalf of Nucor Steel. 

Virginia State Corporation Commission Cuse No. PUE-2007-00031 and PUE-2007-000033: Public 
Service Commission of West Virginia Case N0.07-0508-E-CiV and Pennsylvania PUC Docket 
No. A-1101 72, Application of Trans-Allegheny interstate Line Company for A Certificate of 
Convenience and Necessity to Construct a Transmission Line. Examined the feasibility of using 
demand-side management as an alternative to the proposed line. Testimony on behalf of the 
applicant. 

PUCT Docket No. 31S40: Proceeding to Consider Protocols to Implement a Nodal Market in the 
Electric Reliability Council of Texas Prrrsuant to PUC Subst, R. 25.501. Testimony before the 
PUCT on behalf of Nucor Steel and Chaparral Steel on demand side issues. 

Public Service Cornmission of South Carolina, Docket No. 2005-1 -E: Progress Energy Carolinas, Inc. 
Anntral Review of Base Rates for Fvel Costs. Reviewed the utility’s fuel costs and rates on behalf 
of a large industrial customer of the utility. 

Railroad Commission of Texas, Docket No. 9400: Application of T’ Gas Company for a Rate Increase. 
Provided cost allocation and rate design testimony on behalf of a group of cities. Also provided 
testimony in a district court to support a Writ of Mandamous. 

US. Bankruptcy Court, Southern District, In re. Texm Commercial Energy, LLC, Case No. 03-20366-C- 
11. Testified in support of a claim. 

Public Utility Commission of Texas (PUCT) Docket No. 239.50: Petition of Reliant Energy to Establish 
Price to Beat Fuel Factor. Presented (on the utiiity’s behalf) a forecast of the Company’s future 
sales of electricity. 

PUCT Docket No. 22537: Application of Reliant Energy HLhP io  Implement Wholesale Power Service - 
Genevnl Land Office Rote Schedtile. Testified in support of tariff approval. 

PUCT Docket No. 22355: Application of Reliant Energy HL&P for Approval of Unbundled Cost of 
Service Rate. Examined competitive opportunities that might be available to commercial and 
residential customers under various parties’ rate design proposals. 

PUCT Docket No. 22349: Appiicafion of Texas-New Mexico Power Company for Approval of Unbundled 
Cost ofService Rate. Requested (on behalf of the utility) funding for energy efficiency programs 
and system benefit fund programs, 

PUCT Docket No. 21527: Application of TXU Electric Company for Financing Order to Securitize 
Regulatory Assets. Evaluated application on behalf of Nucor Steel. 

PUCT Docket No. 17942: Application for Approval of Time-ofilfse Rate Options for TU Elecfiic 
Company. Analyzed utility proposal on behalf of Nucor Steel Company. 

PUCT SOAH Docket No. 473-96-0333: Application of TU Electric Company for Real-Time Pricing 
Proposal in Compliance with the Commission’s Order in Docket No. 14570. Analyzed the 
utility’s fiiing on behalf of Nucor Steel Company. 
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PUCT Docket No. 9491: Texas-New Mexico Power Company rate case. Described applicable prudence 
standards and explored purchased power, cogeneration, and conservation as alternatives to the 
completion of the TNP One power plant project. Analyzed the utility’s filing on behalf of PUCT 
Staff. 

P UCT Docke f No. 6992 Remand: Texas-New Mexico Power Company power plant certijication case. 
Projected the costs of standby, wheeling, purchased power and cogeneration over a forty-year 
horizon, and explored purchased power, cogeneration, and conservation as alternatives to the 
completion of the TNP One power plant project. Analyzed the utility’s filing on behalf of PUCT 
Staff. 

PUCT Docket No. 9300: TU Electric rate case. Recommended changes to proposed tariffs for 
interruptible service and explored other rate design and system planning issues, Analyzed the 
utility’s filing on behalf of PUCT Staff. 

PUCT Docket No. 8425: Houston Lighting and Power Company rafe case. Analyzed proposed tariffs for 
interruptible service, standby service, economic development rates and wheeling services, and 
recommended alternative rates and calculation methodologies. Analyzed the utility’s tiling on 
behalf of PUCT Staff. 

PUCT Docket No. 8422: Rita Blancn Cooperative tariff npplicafion. Proposed some modifications to the 
design of a proposed economic development tariff. Analyzed the utility’s filing on behalf of 
PUCT Staff. 

PUCT Docker No. 8363: El Paso Electric Comparzy rate case. Provided recommendations regarding 
future generation mix and total fuels expenses. Analyzed the utility’s filing on behalf of PUCT 
Staff. 

PUCT Docker No. 7460: El Paso Electric Cornpony rate case. Reviewed the demand forecasts upon 
which the utility relied in its decision to participate in the Palo Verde nuclear project. Analyzed 
the utility’s filing on behalf of PUCT Staff. 

PUCT Docket No. 7195/6755: GrrlfStates Utilities Company rate case. Reviewed the demand forecasts 
upon which the utility relied in it decision to initiate the River Bend nuclear project. Analyzed 
the utility’s filing on behalf of PUCT Staff. 

PUCT Docket No. 6992: Texas-New Mexico Power Company powerplcmt cert8cation case. Projected 
the availability of purchased power and confirmed its viability as an alternative to the proposed 
TNP One power plant. Analyzed the utility’s filing on behalf of PUCT Staff. 

PUCT Docket No. 6184: Economic Viabifity for South Texas Unit 2. Analyzed the capabilities of various 
resource planning models to assist in selecting an appropriate means of determining the 
reasonableness of completing a nuclear power plant construction project. Analyzed the utility’s 
filing on behalf of PUCT Staff. 

PUCI’Docket No. 8191: Cherokee Couvrty Electric Cooperative rate case. Reviewed adjustments to test- 
year sales, demand, and numbers of customers data. Analyzed the utility’s filing on behalf of 
PUCT Staff. 
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PUCT Docket No. 6375: Central Power and Light Company rate case. Reviewed adjustments to test- 
year sales, demand, and numbers of customers data. Critiqued the utility’s long-term load 
forecast. Analyzed the utility’s filing on behalf of PUCT Staff. 

PUCT Docket No. 6105: Central Power and Light Company Avoided Cost calculation. Recommended 
rejection of the utility’s long-term load forecast for the purpose of calculating long-run avoided 
costs. Analyzed the utility’s filing on behalf of PUCT Staff. 

PUCT Docket No. 6064: Houston Lighting and Power Company Avoided Cost calculation. Reviewed the 
utility‘s demand projections. Analyzed the utility’s filing on behalf of PUCT Staff. 

PUCT Docket No. 5994: Inquiry into the rates paid by Houston Lighting and Power Company to 
Quali>iing Facilities. Projected future demand for electricity on the utility system and the need 
for firm cogeneration capacity. Analyzed the utility’s filing on behalf of PUCT Staff. 

PUCT Docket No. 8015: Amendment to TU Electric’s certificate for the Comanche Peak nuclear plant. 
Reviewed the utility’s future demand and capacity needs. Analyzed the utility’s filing on behalf 
of PUCT Staff. 

PUCT Docket No. 6526: TU Electric Company power plant certifzcafe case. Reviewed the utility’s 
demand projections. Analyzed the utility’s filing on behalf of PUCT Sta€f. 

PUCT Docket No. 5568: Texas-New Mexico Power Company rate case. Reviewed adjustments to test- 
year sales, demand, and number of customers data, and miscellaneous operations and 
maintenance expenses. Analyzed the utility’s filing on behalf of PUCT Staff. 
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UNS ELECTRIC INC,’S RESPONSE TO NUCOR’S THIRD SET OFDATAREQUESTS 
RECARDINGTHE 2012 UNS ELECTRIC RATE CASE 

DOCICET NO. E-04204A-12-0504 
April 10,2013 
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NUCOR 3.02 

Please provide copies of all studies or analyses used to set or define the on-peak and off-peak 
time-of-use periods proposed by UNS in this proceeding for retail tariffs containing time-of-use 
(TOU) pricing. 

IUISPONSE : 

UNS Electric did not conduct any specific time-of-use studies. However, the Company did 
utilize a consultant’s research conducted for TEP’s most recent rate case as a general guide to 
create consistency between TEP and UNS Electric and their tariffs. Please see NUCOR 3.02 
TEP 2012 RC DesLauriers Direct Testimony Pgs 24-28.pdf, Bates Nos. UNSE\011953-011958, 
for the relevant pages from consultant, Mr. David DesLauriers’ direct testimony for TEP’s most 
recent rate case. Additionally, as discussed by Mr. Craig A. Jones in his direct testimony, page 
37, Section 3, removing the shoulder peak period for the TOU rates is more consistent with the 
way the Company incurs cost and would be easier for the customer to understand. 

RESPONDENT: 

Pricing (Brenda Pries) and Craig A. Jones 

WITNESS: 

Craig A. Jones 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“) 
UniSource Energy Services (“UES”) 

UniSource Energy Development Company (‘TED) 
UNS Electric, Inc. ( “ W S  Electric”) 
UNS Gas, Inc. (IWNS Gas”) 



UNS ELECTRIC INC.’S RESPONSE TO NUCOR’S THIRD SET OF DATA REQUESTS 
REGARDING THE 2012 UNS ELECTRIC RATE CASE 

DOClKET NO. E-04204A-12-0504 
April 10,2013 

NUCOR 3,03 
Please identify and describe all other TOU periods considered by UNS or Tucson Electric Power 
in the course of designing the proposed TOU periods. 

RESPONSE : 

ATTACHMENT JZ-3 
Page 1 of 1 

Please see UNS Electric’s response to NUCOR 3.02, While TEP and UNS Electric have some 
differences in how the marginal cost of fuel is incurred during the peak periods, both utilities 
incur the highest cost of marginal fuel mid-day through the early evening hours during the 
summer, and in the early morning and late afternoon during the winter. The 12:OO p.m. to 8:OO 
p.m. time period was determined to be representative of a reasonable time period reflective of the 
highest cost of marginal fuel during the summer months and was therefore proposed in this case, 

RESPONDENT: 

Pricing (Brenda Pries) and Craig A. Jones 

WITNESS : 

Craig A. Jones 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (,,,E€’” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (“UES”) 

UniSource Energy Development Company (“UED”) 
UNS Electric, lnc. (“‘UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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.. UNS ELECTRIC INC.’S RESPONSE TO NUCOR’S FOURTH SET OF DATA 

REQUESTS REGARDING THE 2012 UNS ELECTRIC RATE CASE 
DOCKET NO. 3-04204A-12-0504 

April 18,2013 
NUCOR4.7 
Refer to UNSE’s response to Nucor 2.13. Please provide hourly estimates of the short-xun 
marginal cost for the UNSE system for each hour of the past 5 years. 

RESPONSE: 

Please see U N S  Electric’s response to Nucor 4.8. 

RESPONDENT: 
Michael Bowling 

WITNESS: 

Michael DeConcini 

ATTACHMENT JZ-4 
Page I of 2 

Arizona Corporation Commission (‘Commission”) 
Nucor Corporation (‘Wucor”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
TucsonElectric Power Company CTEP’’ or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 

UniSource Energy Services (,‘UES”) 
UniSource Energy Development Company (“,,,,) 
UNS Electric, hc .  (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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.: UNS ELECTRIC INC.’S RESPONSE TO NUCOR’S FOURTH SET OF DATA 
REQUESTS REGARDING THE 2012 UNS ELECTRIC RATE CASE 

DOCKET NO. E-04204A-12-0504 
April 18,2013 

ATTACHMENT JZ-4 
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NUCOR 4.8 

Refer to UNSE’s response to Nucor 2.13. Please indicate the cost on a $/MWh basis of the 
highest-cost resource (regardless of whether it is purchased power or generation from Black 
Mountain Generating Station or Valencia Generating Station) on the UNSE system for each hour 
of the past 5 years. 

RESPONSE: 

UNS Electric is in the process of gathering this information consistent with discussions between 
UNS Electric and Nucor held on April 16, 2013 and UNS Electric will provide it as soon as 
possible, 

RESPONDENT: 

Michael Bowling 

WITNESS: 

Michael DeConcini 

Arizona Corporation Commission (“Commission”) 
Nucor Corporation (“Nucor”) 
Tucson Electric Power Company (‘TEP” or the “Company”) 
Tucson Electric Power Company C‘TEP” or the “Company”) 
UNS Energy Corporation &a UniSource Energy Corporation (TJNS’) 

UniSource Energy Services (,‘UES”) 
UniSource Energy Development Company (“UEJl”) 
UNS Electric, Inc. ( V N S  Electric”) 
UNS Gas, Inc. ( ‘VNS Gas”) 
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. .  UNS ELECTRIC INC.’S RESPONSE TO NUCOR’S THIRD SET OF DATA REQUESTS 
REGARDING THE 2012 UNS ELECTRIC RATE CASE 

DOCKET NO. E-04204A-12-0504 
April 10,2013 
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NUCOR 3.01 
Please provide hourly load data for UNS’s total system for the years 2010,201 1, and 2012. 

RESPONSE: 
THE PILE LISTED BELOW CONTAINS CONFIDENTIAL INFORMATION AND IS 
BEING PROVIDED PURSUANT TO THE TERMS OF THE PROTECTIW 
AGmEMENT. 

Please see Nucor 3.01-Confidential.xls for the hourly load data for the years 2010, 2011, and 
2012. The Excel fife is not identified by Bates numbers. 

RESPONDENT: 

Victor Aguisre 

WITNESS : 

Michael DeConcini 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (“UES”) 

UniSource Energy Development Company (“UED”) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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ZTlYS ELECTRIC INC.’S RESPONSE TO NUCOR’S THIRD SET OF DATA REQUESTS 
REGARDING THE 2012 UNS ELECTRIC RATE CASE 

April 10,2013 
NUCOR 3.04 
Please explain why the summer on-peak time-of-use period of noon to 8 p.m. on non-holiday 
weekdays proposed by UNS in this proceeding differs from the summer on-peak period that 
Tucson Electric Power recently agreed to in Docket No. E-01933A-12-0291 (Le., 2 p.m. to 8 
p.m.). 
RESPONSE: 

ATTACHMENT JZ-0 
Page 1 of 1 DOCKET NO. E-04204A-12-0504 

In the above referenced docket, TEP originally applied for a 12-hour on-peak TOU period, but 
agreed to the shortened duration (2 p.m. to 8 p.m.) in the final Settlement Agreement in Docket 
No. E-01933A-12-0291. The consultant research conducted in connection with the TEP 
application, which UNS Electric relied upon in this application, concluded that a twelve hour 
summer on-peak period was appropriate. However, given the specific circumstances of this 
application, UNS Electric has only proposed an eight hour on-peak period, which the Company 
sees as reasonable and appropriate. 

RESPONDENT: 

Pricing (Brenda Pries) and Craig A. Jones 

WITNESS: 

Craig A. Jones 

Arizona Corporation Commission C‘Commission’’) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 
UniSource Energy Services (“UES”) 

UniSource Energy Development Company (‘WED’’) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (r‘UNS Gas”) 
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Direct Energy Business Unveils Service Alerting Customers to Llkely 5CP 
Days in PJM Region 

June 5,201 3 

Email This Story 
Copyright 201 0-1 3 EnergyChoiceMatters.com 
Reporting by Karen Abbott * kabbott@energychoicematters,com 

Direct Energy Business is now offering an email alert service in the PJM region as part of a new pilot 
program for 201 3. 

This free service includes email notifications throughout the summer months that will alert customers if a 
particular day shows medium or high probability of being one of PJM's coincident peak days. 

Additionally, customers will have access to additional data that provides the details behind why the 
probability is medium or high, 

In the PJM region, data from the five coincident peak days, as selected by the Independent System 
Operator (ISO), determines a business' peak load contribution (PLC), also known as a capacity tag for 
invoicing purposes. If customers can be forewarned of when these five days might occur, they have the 
opportunity, if they choose, to attempt to curtail or otherwise lower their demand during on-peak hours. 

Factors such as weather, ofline power plants, and monitoring PJM's grid demand reports and forecasts 
allow Direct Energy Business to provide customers with an estimate of how likely it may be for PJM to hit 
a coincident peak day on a particular day in the summer. 

"Last year, our portfolio strategy team provided a similar alert system to PowerPortfolio customers in PJM 
as part of our consultative services, which received positive feedback. This sparked the creation of the 
peak demand probability alert service," said Mike Senff, vice president of sales and marketing of Direct 
Energy Business. 

http://www.energychoicernatters.com/stories/ZO
http://EnergyChoiceMatters.com
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The response of large industrial energy consumers to four coincident peak (4CP) transmission 

charges in the Texas (ERCOT) market 

Jay Zarnikau , Dan Thal 

a Frontier Associates LLC, I515 S .  Capital of Texas Highway, Suite 110 

Austin, TX 78746, USA 

The University of Texas at Austin, 

LBJ School of Public Affairs and Division of Statistics and Scientific Computing, 

Austin, TX 78712, USA 

Email: jayz@utexas.edu; dthnlmfrontierassoc .corn 

Abstract 

Large industrial energy consumers served at transmission voltage in the ERCOT market 

reduce their consumption up to 4% during intervals in which consumers are charged for 

transmission services. The response normally lasts two to three hours, since constimers do not 

know exactly which interval will set one of the four summer coincidentpeaks (CPs), which w e  

the basis for transmission charges. Thus, the design of transmission prices in ERCOT has been 

strccessfiil in eliciting demand response from that market’s largest industrial energy consumers. 

However, there is no noficeable response during some CPs, reflecting the dficulties in 

predicting the actual timing of the peak. The response by industrials served at primary voltage 

to the price signals is insigniJcant. 

Keywords: Electricity pricing; transmission charges; ERCOT 

* Corresponding author, Tel.: 4-1 -5 12-372-8778; Fax: +1-5 12-372-8932; Ernail address: 
jayz@utexas.edu (J. Zarnikau) 
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1. Introduction 

When the Electric Reliability Council of Texas (ERCOT) wholesale market was 

redesigned to foster competition among generators and provide a foundation €or retail 

competition during the 1999-200 1 timeframe, the Public Utility Commission of Texas (PUCT) 

grappled with how to charge consumers for transmission services under the new unbundled 

market structure. Under the resultiiig policy, large industrial energy consumers with interval data 

recorders (IDRs) are charged for transmission services based on the individual consumer’s 

contribution to four coincident peaks (~CPS),  i.e., the 1.5-minute intervals of highest demand on 

the ERCOT system in each of four summer months -- June, Jdy, August, and September. The 

total level of compensation provided to transmission owners is approved by the PUCT each year, 

Transmission costs are then apportioned to each load, or user of the transmission system, based 

on its share of total demand during these 4CPs. The costs are recovered through levelized 

monthly charges paid the following year. Revenues from the transmission charges are collected 

by the retail electric provider (REP) providing electricity to the consumer at the retail level and 

these revenues are ultimately passed through to transmission owners. 

A consumer that can reduce its demand for electricity by 1 MW during each of the four 

CPs can save about $25,000 in transmission charges the following year, as illustrated in Table 1 

for energy consumers in the three largest transmission and distribution utility (TDU) services 

areas. This potential avoidance of transmission charges provides a strong incentive for industrial 

energy consumers with some flexibility in their operations to engage in “4CP chasing.” In 2012, 

14 REPS and eight municipal utilities or cooperatives, as well as a number of consulting firms, 

operated 4CP forecasting services to notify industrial energy consumers of opportunities to 
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reduce their transmission costs by strategically reducing their energy purchases during the 

summer peaks. (Wattles and Farley, 2012) 

Table 1. 
Example Savings Calculations for a 1 MW Reduction in Demand during 4CP Periods 

Centerpoint Energy 
Primary Voltage (with IDR) 
Transmission Voltage 

Oncor 
Primary Voltage (with IDR) 
Transmission Voltage 

AEP-Texas Central 
Primary Voltage (with IDR) 
Transmission Voltage 

Monthly Charge 
per Previous 
Year's 4-CP kW 

$2.1546 
$2.1187 

$2.5 684 
$2.6368 

$1.9250 
$1 -7180 

Annual Savings from a 
1 MW demand 
reduction during 4CP 
periods 

$25,855.20 
$25,424.40 

$30,820.25 
$3 1,641.7 1 

$23,100.00 
$20,616.00 

Source of rates: 
http://www.puc.texas.gov/industry/electric/rates/Trans/TDGenericRateSummary.pdf 

one. 
Last accessed December 15,2012. The calculations assume the customer has a power factor of 

Despite the significant potential savings, not all industriaf energy consumers respond to 

transmission prices. Some industrial facilities have little flexibility in their operations. A 

curtailment may impose economic costs upon some consumers in excess of the value of the 

potential savings in transmission costs. Energy consumers with the ability to easily interrupt or 

curtail their purchases from the grid and commit to providing an ancillary service to the ERCOT 

http://www.puc.texas.gov/industry/electric/rates/Trans/TDGenericRateSummary.pdf
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market (Le,, commit to curtail at the request of the system operator to provide an operating 

reserve) cannot concurrently chase 4CPs. This could limit the response of an interruptible load 

that had elected to provide an ancillary service in ERCOT’s day-ahead market or has an 

obligation with a load-serving entity through a bilateral arrangement to “be available” to provide 

a curtailment at ERCOT’s request. 

Demand response to the 4CPs may also be hampered by difficulties in predicting the CPs. 

Until a summer month is over, the interval with the highest level of system demand is not 

known. It is particularly difficult to discern whether a hot day during the first week of a month 

will indeed set a CP, since weather forecasts for tlie later days ofthe month will not yet be 

widely available, and any available forecasts so early in a month will possess considerable 

uncertainty, Further, a strong response to a likely CP may move the monthly peak demand to a 

different 15-minute interval within the same day or to another day. 

When the service areas of the investor-owned TDUs were opened to retail competition in 

January 2002, consumers with a non-coincident peak demand or “billing demand” of over 1 MW 

were required to have Interval Data Recorders (IDRs) installed. The interval-level 

measurements obtained from IDRs facilitates the settlement of energy generation transactions 

and provides a measurement of each large load’s contribution to the 4CPs. The IDR threshold 

was lowered to 700 kW in 2006. (Raish and Linsey, 2004) 

Until recently, the contribution of smaller consumers (e.g., residential and commercial 

energy consumers) to the 4CPs was difficult to cost-effectively measure, so generic profiles were 

used to approximate their level of demand in given time periods. As a result, there is no direct 

benefit to an individual residential or small commercial consumer from reducing electricity use 
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during a 4CP. Perhaps this situation wiil change, once advanced metering systems are fully 

deployed. 

On occasion, the staff of ERCOT has provided graphs showing a significant drop in 

demand from large industria1 energy consumers during a 4CP. In  previous studies of the 

response of industrial energy consumers to price signals in the ERCOT market, real-time energy 

prices were combined with the 4CP transmission prices and consumer response to the combined 

prices was analyzed. It was apparent that certain customers responded to wholesale market price 

signals - either the 4CP charges, real-time energy prices, or both. (Zarnikau and Hallett, 2008; 

and Zarnikau, et. al. 2007) In this analysis, the focus is solely on the 4CP transmission charges, 

In the US., demand response activities are increasing. (FERC, 2012) The price 

elasticity of demand of industrial electricity consumers has been estimated in a number of 

previous studies, including Caves and Christensen (1984), Boisvert et al(2007), Herriges (1993), 

Schwarz et a1 (2002), Taylor et a1 (2005), and Choi et a1 (20 11). In these studies, the response to 

changes in wholesale generation prices or retail energy prices was the subject. The only previous 

analysis of customer response to CP transmission prices with which we are aware is Liu et al 

(undated). That study simulated the benefits to data centers of avoiding transmission charges, 

rather than analyzing the actual consumption behavior of industrial facilities. 

This paper contributes a more-detailed analysis of consumer response to 4CP in ERCOT 

than has been conducted to date. In Texas, a better understanding of demand response is 

critically important in light of ERCOT’s “energy-only” market design which relies extensively 

on market forces to balance supply and demand. As low natural gas prices have impaired the 

profitability of constructing new power plants in recent years, means of reducing peak demand 

and preserving system reliability through demand response have become increasingly important, 
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It is anticipated that this analysis will also prove instructive to those faced with the task of 

designing tariffs for transmission service for other markets or utility systems. An important 

consideration in the design of transmission prices is the impact such pricing will have on system 

demand. While the design of policies to foster the efficient operation of wholesale electricity 

markets tends to focus on electricity generation, transmission pricing can make an important 

contribution toward reliability and efficiency by affecting consumption behavior during peak 

periods, as is demonstrated in this analysis. 

The following section uses a regression approach to explore the degree to which these 

two groups of large energy consumers respond to the transmission prices. Section 111 estimates 

the response of consumers served at transmission voltage to the 4CP-based transmission prices 

using an historical baseline approach, The final section summarizes our findings and offers 

some observations. 

2. Do Large Consumers Respond to Transmission Prices? 

As noted above, large consumers of electricity in ERCOT with their interval-level 

consumption metered with IDRs can realize significant cost savings by reducing their purchases 

during the 4CPs. But, to what degree do they indeed take advantage of this opportunity and 

respond to this. price signal? 

To explore this question, 15-minute interval aggregated load data for the two groups of 

energy consumers thought most likely to respond to 4CP events were obtained from the staff of 

ERCOT. These groups were 1) consumers with a non-coincident peak demand (billing demand) 

that exceeded 1 MW at least 10 times since January 2002 and were served at transmission 

voltage and 2) consumers served at primary voltage with a peak demand meeting these same 
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criteria. The former group includes many very large refineries and chemical production facilities 

along the Gulf Coast. Data for the period from January 2007 through mid-2012 was used in this 

analysis. 

Regression models were used to screen whether demand by the two groups of consumers 

during summer afternoons were affected by the transmission price signals. The observations 

used in the estimation were confined to the nine 15-minute intervals from 3:OO pm through 5:15 

pm (intervals 61 through 69) during weekday summer months. In recent years, the monthly CPs 

during the summer have always fallen within this period. 

Because the timing of the CPs cannot be perfectly predicted (and a response by 

consumers to an anticipated CP period could shift CP to a different interval), we are interested in 

detecting both 1) any reduction in demand during an actual CP and 2) changes in consumption 

during other intervals when a CP might have been considered probable. To determine the 

intervals when consumers might have thought a CP was likely, a logistic regression model was 

used to estimate the historical relationship between a CP and a set of explanatory variables. 

Variables representing h e  month of the year and interval within the day were included to capture 

seasonal and diurnal factors affecting electricity use. The variable Inteewal61-62-63 represents 

the period from 3 p.m. to 3:45 p.m., while Interval 64-65-66 covers the period from 3:45 p.m. to 

4:30 p.m. While a CP may occur later in an afternoon than 4:30 p.m., a third variable was not 

included in the model, to avoid multicollinearity. Binary monthly variables were used to 

represent the months of June, Jdy ,  and August. A September variable was not included, to avoid 

multicollinearity. The real-time market price of electricity was included as an explanatory 

variable, to recognize that the response by consumers to a high price could reduce the odds of 

setting a CP, ceterispars'bus. Or, perhaps a high price would signal the possibility of a CP to a 



ATTACHMENT JZ-8 
9 of 23 

consumer monitoring market prices. The real time energy price is the market-clearing price of 

balancing energy during the period in which ERCOT had a zonal market structure, and the zonal 

average of Iocatioiial marginal prices for the period since ERCOT adopted a nodal market 

structure. Energy prices (expressed in dollars per MWh) were obtained from ERCOT’s website. 

Total system demand during the same interval of the previous day was included to recognize that 

patterns in demand across consecutive days may affect the likelihood of a CP, or the perception 

that one might occur, Finally, since summer peak loads are largely determined by air 

conditioning usage in Texas, a variable was constructed to represent the difference between the 

actual temperature in a central location within the ERCOT market (Austin) for a given interval 

and the highest temperature reading during the given month. Since interval-level temperature 

data were not available, it was assumed that all intervals within each hour had the same 

temperature. Of course, at any giveii time prior to the end of the month, a consumer will not 

have complete information about hourly temperatures for the entire month. Thus, our use of this 

variable implicitly assiimes that a coiisumer has access to - and responds -- to reasonably 

accurate weather forecasts. As noted earlier, the uncertainty surrounding weather forecasts 

makes it more difficult to predict CPs that occur early in a month. A variable representing “heat 

storms,” representing the cooling degree days over four consecutive days with declining weights 

assigned to previous clays, was also tested. However, it yielded inferior results to a simpler 

measure of relative temperature and consequently was not used. 

Estimation results are presented in Table 2, As one would expect, the greater the gap. 

between the temperature of an interval and the highest temperature reading for the month, the 

lower the odds of setting a CP. An increase in energy prices and an increase in system load 

during the previous days tend to raise the odds of reaching a CP, holding other variables 
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constant. The dummy variables representing the month of the year and time of day tended to not 

have significant impacts. The high percent concordant suggests the predictive power of the 

model is quite satisfactory. 

Table 2 
Estimation Results from Logistic Regression Model used to Determine Probability of B CP 

I 

:Temperature Relative to Monthly Highest 1 -0.741 
j Temperature --..._._--.---I "_." ._._ * -..-... I I--.--.- L <0001): ______ .., 
1 ! 1,001: 
!Energy Price h ReaGThie Market ..._I..__.. i I (10248) -._, 

, 0.426' 
I (L1919J: 

j 

i _.___.-.-I July DLIIIIITII ~ ! .I-.__ _... (;2081)' .__-_., 

j Agust -,-- Dummy +-.--- .- * C!27073_; -._ 

i I 

I ;June Dummy ..... _.._I...._._-_I _" ..-. ~ ~ .._.- _. - _._ 
0.439, 

0.45; 

~ ! 0.077i 
i (10161)' IInterval61 62 63 Dummy 
I 0.79; 
i 
i. -._-__IC.. (:6p_3_?$ 

!System Demand Previous on Same Interval 1 1.001 j 
1 of Previous _-... ~ Day . .___._._- "-_ .r_._......__.......__. i -(!E!$: 

1 

.-. I.r-.-_ ~ ____...__ ! , 

.-"I"-.---*̂  - ..... I._._._ .-.... -..~ 4 ._..__.I_.I_..., _, 

!Interval64 i ._--- ~ 

FA-- 65 66 .-_ .._I_.I- Dummy 

From the logistic regression model, the estimated probability of a CP during every 

interval of the estimation period (summer weekday late afternoons from 2007 to mid-2012) was 

obtained, Some scaling was performed to ensure that the probability of setting a CP over all 
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intervals in a given month was equal to one, Two new variables were created to represent 

intervals when the estimated probability was greater than 1.4%, yet a CP was not actually set. 

NearCP Low Probability was set to one when the probability of a CP in a given interval was 

between 1.4% and 6.5%, and NearCP High Probabilify was coded as one for periods with a 

probability of reaching summer month CP was over 6.5%. While the variable CP represents 

may represent perfect foresight of the CP interval, the NearCP variables might reflect imperfect 

foresight. The NearCP variables may also encompass periods that would have established a 

peak, had consumers not responded to transmission prices. The 1.4% cutoff point was adopted 

since it resulted in numbers of 15-minute intervals with a high likelihood of a CP (but no actual 

CP) ranging from 6 per month (1.5 hours) to 29 per month (7.25). It was thought unlikely that a 

consumer hoping to avoid transmission charges would respond by curtailing its energy use in a 

greater number of periods than this. The cut-off point distinguishing a NearCP High Probability 

from a NearCP High Probability was set so as to maximize the R2 of the linear regression model 

used to explain variations in electricity purchases by energy consumers served at transmission 

voltage. Model runs using the raw probability values for hitting a CP as a variable (rather than a 

pair of dummy variables) provided inferior statistical results.Having now constructed variables to 

represent intervals when the response of a consumer chasing CP's might have been expected to 

respond, a set of simple linear models was used to detect whether the presence of an actual CP or 

a NearCP (either associated with a high probability or Iow probability of occurrence) had any 

detectable effect on the electricity consumption of either group of large energy consumers, The 

dependent variables represented the energy consumption of the two groups, expressed in kWh 

per 15-minute interval. The explanatory variables were the real-time energy price (dollars per 

MWh), the presence of a CP (coded with a 1 if the interval was a CP and 0 otherwise), the 
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NearCP High Probability (coded with a I if the interval had a high probability of setting CP and 

0 otherwise), the similarly-coded NearCP Low Probabiliiy, and variables representing the 

month of the year and interval within the day to capture seasonal and diurnal factors aFfecting 

electricity use. Again, the variable IntervaZ61-62-63 represents the period from 3 p.m. to 3:45 

p.m., while IntervnZ 64-65-66 covers the period from 3:45 p.m. to 4:30 pm.  The real time 

energy price (the same variable as was used in the logit mode!) was used to distinguish the 

response by consumers to a high market price of electricity generation from a 4CP-based 

transmission price. The temperature at a central location within the ERCOT market (Le,, Austin) 

was also used 8 as control variable. 

Regression results are provided in Table 3. In the regression model which seeks to 

explain interval-level demand of energy consumers served at primary voltage, the high p-value 

on the coefficient estimated for the variable representing the CP interval suggests no significant 

response by primary voltage customers to CPs, after controlling for the effects of real-time 

market prices, temperature, and time-of-day and month-of-year effects. Similarly, the effect of a 

NenrCP (either one associated with a high probability or low probability of occurrence) upon the 

energy purchased by consumers served at primary voltage does not significantly differ from zero. 

In contrast, a CP reduces the consumption of consiimers served at transmission voltage 

by 36,865 kWh on average and after controlling for the effects of the other variables considered. 

A NenrCP reduces the energy consumption of consumers served at transmission voltage by a 

lesser, but still significant, amount - perhaps reflecting the success of these consumers in 

identifying a true CP. Indeed, the response to a NeurCP with B high probability is much stronger 

than the response to a NearCP which is less probably. Similar results were obtained when the 

variable representing the 15-minute interval of the CP was replaced with a variable representing 
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the day in which the CP occurred. It is also interesting to note that the consumers taking service 

at transmission voltage are quite responsive to real-time energy prices, whereas the consumers 

served at primary voltage do not appear to react to changes in wholesale electricity prices. While 

the electricity demand of consiiniers served at primary voltage is quite temperature-sensitive, 

temperature changes have no significant impact on the electricity demand of the generalIy-larger 

industrial energy consumers served at transmission voltage. 
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Table 3 
Estimated Impacts of CP Events and Other Factors on Load (in 1Wh) of Custoriiers 

Served at Transmission and Primary Voltages 
@-values are provided in parentheses.) 

3. Estimating the Impacts with an Historical Baseline Approach 

Graphical analysis illustrates that the response to a CP is quite pronounced on certain 

days. Figures 1 and 2 compare actual interval-level energy consumption by transmission voltage 
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consumers against a baseline usage pattern. The baseline was constructed by averaging the load 

levels exhibited by this group of consumers over the five previous weekdays. Weekend days 

were not included in the baseline calculations, since no CPs were set on weekends during the 

timeframe studied here. Near-CP days were also excluded from the baselines, as these days tend 

to have CP responses, so including them would b h r  the picture. The historical baseline was then 

scaled, so that the total energy up to 15:OO (3 p4m.) for the baseline matched the total energy 

consumed up to 15:OO on the CP day. On the two days represented in the first two figures, the 

response to the anticipated CP appears obvious. While the CPs on these two days actually 

occurred during intervals 67 and 68 -- ending at 16~45 (4:45 p.m.) and L7:OO (5 p.m.), 

respectively -- the response started earlier and diminished later than the actual CP interval, since 

the consumers did not know which interval would set the CP. Thus the period of response is 

typically 2 or 3 hours. 
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Fig. 1. Energy Consumption (in kWh) by Transinission Voltage Customers on June 16,2008, 
Contrasted against Baseline Energy 
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Fig. 2. Energy Consumption (in kWh) by Transmission Voltage Customers on June 26, 201 1, 
Contrasted against Baseline Energy 

On some days, it appears as though this group of consumers failed to anticipate the CP, as 

demonstrated in Fig. 3. The CP was reached in the interval ending 16:45 on the September 2008 

CP. A lack of response was sometimes exhibited when the CP occurred early in the month, at 

which time weather conditions and the resulting load levels for the entire month would be 

difficult to anticipate. 
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Fig. 3. Energy Consumption (in kWh) by Transmission Voltage Customers on September 2, 
2008, Contrasted against Baseline Energy 

Finally, there are some days when both the load for the day containing the CP interval 

and the baseline load show a significant drop during the late afternoon, as can be seen from Fig, 

4. Presumably, this reflects a situation where consecutive days appear to be equally Likely to set 

the CP, and consumers engage in a pattern of reducing their energy consumption during the late 

afternoon in each of the days. 
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Fig. 4. Energy Consumption (in kWh) by Transmission Voltage Customers on June 21,2010, 
Contrasted against Baseline Energy 

The estimated demand reduction during each of the CP events from 2007 through mid- 

2012 is provided on Table 4. A baseline constructed from the five previous weekdays (excluding 

near-CP days) was again used to the estimate the load pattern which would have prevailed had a 

CP not been expected. If the previous month’s CP was among the five previous weekdays - as 

was the case for the August 2008 CP, then the previous month’s CP was removed from the 

baseline calculation and replaced with an earlier day. 
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Response to transmission prices appear to be generally increasing over time. In recent 

years, consumers served at transmission voltage reduced their electricity purchases up to 4% 

during a summer CP, if a baseline calculation using previous days is used to quantify the impact, 

The average energy reduction over all 22 CP events reported in Table 3 is 47,427 kWh. 

This is higher than the 36,861 kWh energy reduction implied by the coefficient estimate 
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presented in Table 3, which controls for the effects of market prices. Relatively high prices may 

be expected during a siiinmer peak and some large industrial energy consumers in the ERCOT 

market purchase energy with pricing based upon red-time energy prices, as confirmed by the 

regression results presented in Table 3. Thus some of the demand reduction estimated against an 

historical baseline may actually be attributable to consumer response to a high energy price. The 

regression approach strives to separate the influences of these two motivations for demand 

response, whereas the historical baseline approach does not. 

4. ConcIusions 

Industrial energy consumers served at transmission voltage reduce their energy purchased 

by up to 4% in response to a CP - the basis for recovering transmission costs from consumers in 

the ERCOT market. Given that ERCOT’s total annual system peak demand is slightly over 

66,500 MW, a reduction of 364 MW (the largest demand reduction estimated during a CP using 

an historical baseline) impacts ERCOT’s summer peak by less than six-tenths of one percent. 

During peak, consumers served at transmission voltage contribute about 5.4% of ERCOT’s total 

demand. 

Responsiveness to transmission prices has generally increased over time. The magnitude 

of the response appears to be related to the certainty or predictability of the timing of the CP. 

As ERCOT strives to maintain reliability under its energy-only market structure, this 

approach to transmission pricing is one market feature with considerable value as a source of 

demand response. An expansion of direct 4CP pricing of transmission services to smaller loads 

(e.g., residential and commercial customers) should be considered, now that advanced meters 

have been widely deployed in the ERCOT power region. Technotogy which will facilitate the 
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response of consumers to likely peaks should be encouraged, including better communications, 

control, and metering infrastructure, 

The estimates presented here - ranging from negative values, suggesting an absence of 

any response, up to 364 MW -- are lower than the demand reduction of 500 MW that ERCOT 

commonly assumes as a response to both 4CP pricing and high real-time prices during the peak 

summer hour of the year. Yet, this analysis is confined to large industrial energy consumers that 

purchase power at transmission voltage. Additional demand reduction during peak periods 

comes from demand response programs implemented by miinicipal utilities or rural electric 

cooperatives within the ERCOT power region and programs within the competitive retail market 

operated by REPS involving smaller loads. Consequently, the demand reduction estimates 

presented here appear to be compatible with ERCOT’s planning assumption. 

Issues surrounding the appropriate method to use for the allocation and recovery of 

transmission costs frequently arise in rate cases and in market design. There are great 

differences in how each of the world’s restructured markets have approached the problem of 

recovering the cost of transmission services from load-serving entities and industrial energy 

consumers. (PJM, 2010) If a prominent objective of rate design or market design is to encourage 

demand response during peak periods, ERCOT’s experience demonstrates that a 4CP approach 

may prove valuable. 
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UNS ELECTRIC INC.’S SUPPLEMFATAL RESPONSE TO NUCOR’S SECOND SET 
OF DATAREQUESTS WGARDING THE 2012 UNS ELECTRIC RGTE CASE 

April 09,2013 
NUCOR 2.07 

Please explain why it costs the utility $436.96 per month to read the meter of a LPS customer, 
while it costs only $5.18 per month to read the meter of an Lntemptible Power Service 
Customer. 

RESPONSE: 

The Cost of Service Study (“COSS’) identifies certain costs associated with serving the various 
customer classes based in part on the finction served. These costs are then classified and 
allocated based on the standard assumptions in the COSS. The LPS class is read through interval 
metering equipment, which feeds into the Meter Management Database system. Because of the 
magnitude and added complexities of the LPS bills, the LPS reads are verified, validated, and 
approved before they are entered into the Customer Care and Billing (“CC&B”) system, after 
which the bilk can then be generated for the LPS class. 

All of these costs are placed in the various components of the customer charge as appropriate. 
Once various cost levels are determined, they are then used to calculate the weighted component 
in the unbundled version of the customer charge (since the customer charge does not always 
collect the exact amount of costs, the unbundled components are arrived at by using a weighted 
calculation based on the COSS). The LPS meters, equipment and various customer-related 
services are substantially more involved and more expensive for the LPS class. Therefore, the 
total dollars associated with the LPS sewices are higher. These higher costs are then spread over 
approximately 20 customers resulting in a higher cost per customer than for those classes with 
less expensive metering equipment and customer-related services and a larger customer base. 

The Interruptible Power Service (“IPS”) customer charge is calculated on lower cost meters and 
a less expensive method of generating the meter data. These lower costs are then spread over 
nearly 1,600 customers. The lower cost spread over a larger population results in a lower cost per 
customer. 

RESPONDENT: 

Pricing (Brenda Pries) 

WITNESS: 

Craig A, Jones 
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UniSource Energy Development Company (“UED”) 
UNS Electric, Inc. ( W N S  Electric”) 
UNS Gas, Inc. ( ‘ W S  Gas”) 



9 UNS ELECTRIC INC’S SUPPLEMENTALRESPONSE TO NUCOR’S SECOND SET 
OF DATA REQUESTS REGARDING THlE 2012 UNS ELECTRIC RATE CASE 

April 09,2013 
NUCOR 2.08 
Please explain why it costs the utility $659.66 per nionth to provide billing and collection 
services for a LPS customer, while it costs only $8.48 per month to provide billing and collection 
services to an Interruptible Power Service customer. 
RESPONSE: 

Please see U N S  Electric’s response to Nucor 2.07 to understand why the weighting of these cost 
are different. The cost is developed based on the data in the test year and the class cost of 
service study. 

RESPONDENT: 

Pricing (Brenda Pries) 

WITNESS: 

Craig A. Jones 

. 
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Arizona Corporation Commission (“Commission”) 
Federal Energy Regulatory Commission (“FERC”) 
Open Access Transmission Tariff (“OATT”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“WS”) 

UniSource Energy Services (“YES”) 
UniSource Energy Development Company CVED,? 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (‘WS Gas”) 

I 



UNS ELECTRIC INC‘S RESPONSE TO NUCOR’S SECOND SET OF DATA 
REQUESTS REGARDING THE 2012 UNS ELECTRIC RATE CASE 

DOCKET NO. E-04204A-12-0504 
March 29,2013 

NUCOR 2.09 

Please explain why there are differences in the costs of providing other customer-related services 
or activities between LPS and Interruptible Power Service customers. 

RESPONSE: 

There are numerous reasons why costs can be allocated differently between Inteiluptible Power 
Service (TPS”) customers and LPS customers. The most important are actiral costs, such as 
meter costs, and allocated customer costs, such as Customer Delivery. 

Currently, an IPS customer meter costs $130 to $180; the cost for a LPS customer meter is $612, 
These costs are shown in UNSE Meter.xls provided in response to UDR 1.1 as support to the 
cast of service - Schedule G. (The referenced file can be accessed in UNS Electric’s electronic 
data room under UNS Electric Uniform Data Requests\UDR Attachments\UDR 
1 .Ol\Workpapers - SchedulesEchedule G and H Support.) 

Some customer-related costs, such as Customer Delivery, are allocated based on the weighted 
number of customers in each class. The IPS Class has 468 annual customers, whereas the LPS 
class has 260 customers; therefore, more costs are allocated to the class with more customers, the 
IPS class. 

RESPONDENT: 
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Pricing (Brenda Plies) 

WITNESS : 

Craig A. Jones 

Arizona Corporation Commission (“Commission”) 
Federal Energy Regulatory Commission (“FERC’’) 
Open Access Transmission Tariff (“OATT”) 
Tucson Electric Power Company ((‘TEF”’ or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation ((‘UNS”) 

UniSource Energy Services (‘‘UJW) 
UniSource Energy Development Company ((‘UED’’) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. ((‘UNS Gas”) 
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NUCOR4.5 
Refer to UNSE’s response to Nucor 2.09. 

a. Please explain the physicaI differences in the meters used by UNSE to measure usage for 
IPS customers versus LPS customers. Why are different features or capabilities needed 
to serve IPS versus LPS customers? 

b. Would a customer with an expected billing demand of 5 MW (for example) receive a 
different meter if it opted for service under the IPS tariff rather than the LPS tariff? If 
yes, please explain why. 

RESPONSE: 

a. The primary differences between current meters installed for an IPS customer versus an 
LPS cwtomer is the measurement level and the modem capability. The meter used for an 
IPS customer is the standard measurement level 1, which only measures kwh, whereas 
the measurement level for LPS is measurement level 2, which also measures KVARS. 
Both the modem and the KVAR measurements are a requirement of the LPS tariff to 
calculate the billing demand, which includes a ratchet and the power factor adjustment. 
Neither of these billing requirements are included in the IPS tariff. 

Yes, a new customer with an expected load of 5MW would receive a different meter for 
taking sewice under the IPS tariff than would a new customer opting for service under 
the LPS tariff, because the tariff requirements are not the same. If an existing LPS 
customer opted to change service to IPS, then the Company would determine whether or 
not a meter exchange would be made based on cost and need. 

b, 

RESPONDENT: 

Pricing (Brenda Pries) and Ed Mansfield 

WITNESS: 

Craig A. Jones and Michael DeConcini 

Arizona Corporation Commission (“Commission”) 
Nucor Corporation (“Nucor”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (,,!j”) 

UniSource Energy Services (“UES”) 
UniSource Energy Development Company (WED”) 
UNS Electric, Inc. (‘‘UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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NUCOR5.2 
Please refer to the utility’s response to Nucor 2.07. 
a. 

b. 

C. 

d. 

e. 

fa 

g, 

UNSE’s response includes the statement: “The LPS class is read through interval 
metering equipment, which feeds into the Meter Management Database system.” Please 
explain how this differs from the method used to collect data froin IPS customers. 
UNSE’s response includes the statement: “[T]he LPS reads are verified, validated, and 
approved before they we entered into the Customer Care and Billing (“CC&B”) system, 
after which the bills can then be generated for the LPS class.” Does the utility verify, 
validate, and approve metered data obtained from IPS customers? If no, please explain 
why. 
PIease describe the “added complexities” of LPS bills relative to bills sent to IPS 
customers. 
Please provide descriptive statistics (Le., the mean monthly kwh, mean monthly kW, 
variance in monthly kwh, variance in monthly kW, median monthly kW, and median 
monthly kWh) for customers served under the IPS tariff for the past 12 months. 
Please provide descriptive statistics (Le., the mean monthly kWh, mean monthly kW, 
variance in monthly kWh, variance in monthly kW, median monthly kW, and median 
monthly kwh) for customers served under the LPS tariff for the past 12 months. 
What is the current per-meter cost of meters used to collect billing data from IPS 
customers? Please identify the manufacturer and model of these meters. 
What is the current per-meter cost of meters used to collect billing data fiom LPS 
customers? Please identify the manufacturer and model of these meters. 

Please describe the “customer-related services” which are more expensive for LPS customers 
relative to IPS customers. 
RESPONSE : 
a. The IPS customers are read once a month. A meter reader does a site visit and, using a 

handheld system, obtains a single monthly read that is used for billing. The LPS 
customers are read once a day using phone line download. The data is brought into the 
Company’s Meter Data Management System (“MDM’) where the 96 interval reads (15 
minute increments) are validated by the system. If the reads fall out of tolerance 
parameters, a task is sent to the validation queue, which is then reviewed by a meter 
person. If the meter person feels it is necessary, an investigation order will be sent that 
requires a site visit. The data is verified for accuracy again at time of billing. If accurate, 
Energy Settlements enters the data into the Customer Care and Billing System, where the 
bill is generated. 

IPS customer monthly reads are validated using the Customer Information System’s 
(“CIS”) high low algorithms. This is an automated system validation against a single 
monthly read. 

b. 

Arizona Corporation Commission (“Commission”) 
Nucor Corporation (“Nucor”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
U N S  Energy Corporation fka UniSource Energy Corporation (“UNS’) 

UniSource Energy Services CUES”) 
UniSource Energy Development Company (“LED”) 
UNS Electric, Inc. (r‘UNS Electric”) 
UNS Gas, Inc. (r‘UNS Gas”) 



UNS ELECTRIC INC.’S RESPONSE TO NUCOR’S FIFTH SET OF DATAREQUESTS 
IUZGARDING THE 2012 UNS ELECTRIC RATE CASE 

DOCKET NO. E-04204A-12-0504 
May 3,2013 

NUCOR5.1 
Please provide all invoices, purchasing records, contracts, time sheets, other documentation of 
costs, spreadsheets, and work papers necessary to replicate the utility’s calculation of its 
proposed customer charges for non-residential customer classes. 
RESPONSE: 

The above requested documents could not be used to replicate the utility’s calculation of its 
proposed customer charges for non-residential customer classes because the utility did not 
calculate customer specific charges using these specific items. Standard rate making procedures 
generally support a cafculation based on allocations of booked expense accounts based on the 
results of a Cost of Service Study which uses various methods to allocate costs to each class, 
These methods include weighting of various cost components based on the classes’ utilization of 
facilities and personnel, general allocators and where appropriate, customer specific data. 

The primary work paper to determine the proposed customer charges is Schedule G-6-1 in the 
class cost of service study. This schedule shows the cost of service on a per unit basis for all 
charges (demand, energy and customer charges). The rate of return in Schedule G-6-1 in the cost 
of service is based on class rate of returns based on test year adjusted rate base divided by the 
test year adjusted operating revenue by class excluding Other Operating Revenue. See response 
to STF 2.43 for file STF 2.43 G-6-l.xls which provides unit cost based on the Company’s 
requested overall rate of return. 

RESPONDENT: 

Craig A. Jones 

WITNESS: 

Craig A. Jones 
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Arizona Corporation Commission (“Commission”) 
Nucor Corporation (“Nucor”) 
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UNS ELECTRIC INC.’S RESPONSE TO NUCOR’S SEVENTH SET OF DATA 
REQUESTS REGARDING THE 2012 UNS ELECTRIC RATE CASE 

DOCKET NO. E-04204A-12-0504 
July 1,2013 

NUCOR7.5 
How do the Customer Deliveiy services provided to LPS customers differ from the Customer 
Delivery services provided to IPS customers? 

RESPONSE: 

The Company is not aware of any specific services that would differ substantially between the 
two types of customers. The cost-allocation process, however, incorporates weighting that would 
likely differ between the classes. For example, the weighted average size of the tneters may 
contribute to a different level of costs being recovered from the different classes. The most 
likely reason for maintaining some level of rate differential between these customer classes is to 
mitigate the impact on certain customer classes. Since UNS Electric inherited its rates from its 
predecessor, the rate differential between customer classes will take time to mitigate in order to 
gradually move to more comparable charges. 

RESPONDENT: 

Pricing (Brenda Pries) 

WTNESS: 

Craig A. Jones 
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Arizona Corporation Commission (“Commission”) 
Nucor Corporation (“Nucor”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
Tucson Electric Power Company (I‘TEP” or the “Company”) 
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UniSource Energy Services (“l.lES”) 
UniSource Energy Development Company (,‘,D’’) 
UNS Electric, Inc. ( “WS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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DOCKET NO. E-04204A-13-0504 ATTACHMENT J2-12 
Page I of 1 

July 1,2013 
NUCOR7.6 
How do the Customer Delivery services provided to LPS customers differ from the Customer 
Delivery services provided to LGS customers? 

EtESPONSE: 

The Company is not aware of any specific services that would differ substantially between the 
two types of customers. The cost allocation process incorporates weighting that would likely 
differ between the classes, the weighted average size of the meters may contribute to a different 
level of costs being recovered from the different classes, but the most likely reason for 
maintaining some level of difference is customer impact. Since UNS Electric inherited its rates 
from its predecessor, the rate differential will take time to mitigate in order to gradually move to 
more comparable charges. 

RESPONDENT: 

Pricing (Brenda Pries) 

WITNESS : 

Craig A. Jones 

Arizona Corporation Commission (“Commission”) 
Nucor Corporation (“Nucor”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
Tucson Electric Power Company (‘TEP” or the “Company”) 
U N S  Energy Corporation fka UniSource Energy Corporation CVNS”) 

UniSource Energy Services (“UES’’) 
UniSource Energy Development Company (“UED”) 
UNS Electric, ‘fnc. (“TINS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 



UNS ELECTRIC INC.’S SUPPLEiVENTAL RJZSPONSE TO NUCOR’S SIXTH SET OF 
DATA REQUESTS REGARDING THE 2012 UNS ELECTRIC RATE CASE 

DOCKET NO. E-04204A-12-0504 Page 1 of 1 
June 14,2013 

NUCOR 6.3 

Regarding pages 42-45 of Craig A. Jones’s Direct Testimony, does UNSE expect that the 
proposed modifications to the PPFAC calculations will have a material impact on customer bills? 
Please provide any calculations or projections of the impact of changes to the PPFAC calculation 
on each rate class. 
ORIGINAL RESPONSE: Julie 13,2013 

UNS Electric is in the process of gathering this information and will provide it as soon as 
possible. 

RESPONDENT: 

i 

ATTACHMENT JZ-13 

Pricing (Brenda Pries) 

WITNESS: 

Craig A. Jones 
SUPPLEMENTAL RESPONSE: June 14,2013 

While bill impact can vary with each individual customer’s actual usage habits, it is the 
Company’s opinion that its proposed modifications to the PPFAC calculations will have minimal 
impact on a customer’s bill when compared to the existing method of having multiple base fuel 
costs and one PPPPAC. The total cost of fuel, to the customer, is essentially the same as would be 
under the current scenario, which uses multiple base he1 costs and a single PPFAC rate. 

Company witness Craig Jones’ Exhibit CAJ-1 to his direct testimony and Schedule H filed in 
this proceeding provides multiple levels of impact the customers will experience if the 
Company’s full rate request is granted. 

RESPONDENT: 

Craig A. Jones 

WITNESS : 

Craig A. Jones 

Arizona Corporation Commission (“Commission”) 
Nucor Corporation (‘Nucor”) 
Tucson Electric Power Company (((TEP” or the “Company”) 
Tucson Electric Power Company (,,El”’ or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS”) 

UniSource Energy Services (‘VJ2S”) 
UniSource Energy Development Company (“TJED”) 
UNS Electric, Inc. (“UNS Electric”) 
U N S  Gas,Inc. (“TINS Gas”) 



UNS ELECTRIC INC.’S RESPONSE TO NUCOR’S THIRD SET OF DATA REQUESTS 
REGARDING THE 2012 UNS ELECTMC RATE CASE 

DOCX(IET NO. E-04204A-12-0504 
April 10,2013 

NUCOR 3.09 

Based on 1)  the he1 and purchased power costs incurred by the company in 2011 and 2) the 
utility’s proposal to redefine the Summer TOU pricing periods and remove the Summer 
Shoulder-Peak period, what would have been the On-Peak and Off-peak Rider-1 PPFAC charges 
applied to LPS-TOU customers in that year? And what would have been the values of all other 
energy charges (those that would not have been collected through Rider-1) during that period? 

RESPONSE: 

The Company objects to this question as being vague and ambiguous and unduly burdensome. 
Depending on what information is being sought through this request, the Company may need to 
build a mathematical model not already in existence, and outside the scope of normal business 
practices. The new model would need to reflect a set of unclear hypothetical assumptions, 
requiring additional research in order to identify adjustments necessary to be consistent with the 
test-year adjustments reflected in the Company’s proposal in this proceeding. The Conipany’s 
proposal uses forecasted fuel cost and applies that assumption to the normalized and annualized 
sales data calculated based on actual test-year data in order to calculate an estimated fie1 cost by 
class that is comparable to the forecasted fie1 costs as it would be applied to the adjusted test- 
year billing determinants. Fuel recovery must be designed to be revenue neutral in any 
assumption to be in compliance with Commission mandates. Moreover, similar to 3.06 above, 
the apparent premise of the question is for an “apples to apples” comparison when in fact, it 
would be an “apples to oranges” comparison. 

The Company is also unclear as to what is being requested in the statement; “. . .what would have 
been the values of all other energy charges (those that would not have been collected through 
Rider-1). . .”? Without waiver of objection, as the Company understands the question, since the 
Company’s proposal includes the recovery of all fuel in the PPFAC (Rider- l), none of the other 
energy charges would have been changed since they can only be changed in a rate case. 

UNS Electric requests that Nucor rephrase the question or contact UNS Electric by telephone to 
discuss what information is being sought by this request. 

RESPONDENT: 

Craig A. Sones 

WITNESS : 

ATTACHMENT JZ-14 
Page 1 of 1 

Craig A. Jones 

Arizona Corporation Commission (“Commission”) 
Tucson Electric Power Company (“TEP” or the “Company”) 
UNS Energy Corporation fka UniSource Energy Corporation (“UNS’) 
UniSource Energy Services (‘‘T.”’’) 

UniSource Energy Development Company (LTJED”) 
UNS Electric, Inc. (“UNS Electric”) 
UNS Gas, Inc. (“UNS Gas”) 
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1 Q* 
2 

3 A. 

4 

5 Q* 
6 
7 

8 A. 

9 Q- 
10 

11 A. 

12 

13 Q.  
14 

15 A. 

16 

17 

18 

19 

20 Q. 
21 
22 

23 A. 

24 

25 

I 26 

PLEASE STATE YOUR NAME, BUSINESS AFFILIATION, AND BUSINESS 
ADDRESS. 

My name is Jay Zarnikau. I am the president of Frontier Associates LLC. My business 

address is 15 15 Capital of Texas Hwy, South, Suite 1 10, Austin, Texas, 78746. 

ARE YOU THE SAME JAY ZARNIIUU WHO FILED PREPARED DIRECT 

COMMISSION IN THIS PROCEEDING ON JULY 12,2013. 
TESTIMONY ON BEHALF OF NUCOR STEEL - IUNGMAN WITH THE 

Yes. I am. 

DOES NUCOR STEEL - KINGMAN SUPPORT THE ADOPTION OF THE 
PROPOSED SETTLEMENT AGREEMENT DATED SEPTEMBER sTH, 2013? 

Yes, On behalf of Nucor Steel - Kingman, I would like to express our support for the 

proposed settlement agreement. 

ARE THERE SPECIFIC PORTIONS OF THE SETTLEMENT AGREEMENT IN 
WHICH NUCOR STEEL - KtNGMAN IS PARTICULARLY INTERESTED? 

Yes. Changes in the on-peak and off-peak time periods in the Large Power Service 

Time of Use (LPS-TOU) tariff will enable to Nucor’s Kingman facility to schedule its 

labor and production shifts in a more efficient manner which will result in a reduction in 

production costs at the steel mill. This will help Nucor’s Kingman facility compete in the 

highly competitive global marlcet for steel. 

WERE ALL OF THE RECOMMENDATIONS AND PROPOSALS ADVANCED 

MTO THE SETTLEMENT AGREEMENT? 
BY NUCOR STEEL - KINGMAN IN THIS PROCEEDING INCORPORATED 

No. Because the cost of electricity is such a significant input into steel production, Nucor 

is concerned with any increase in electricity costs. However, Nucor believes that the 

settlement agreement is a reasonable compromise among a variety of parties with 

competing interests and that it is in the public interest to approve this agreement. The 

2 



9 A. 

parties have also agreed via the settlement agreement to afford fiirther consideration to 

some of the issues 1 raised in my July 12 testimony in the next rate case involving UNS. 

This will provide the utility and other parties ample time to fully examine our proposals 

to simplify and improve the design of the demand charges in the utility’s industrial tariffs 

and improve the utility’s interruptible service offerings. Customers who did not 

intervene in this proceeding will be provided with ample notice that additional changes to 

some of the utility’s tariffs have been proposed. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes, it does. 

3 
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